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Excerpts From Testimony. I 

******* 

[40] LAURENCE S. KNAPPEN, a witness called by 
the intervener, Office of Price Administration, hav¬ 
ing been first duly sworn, was examined and testi¬ 
fied as follows: 

Direct Examination. 

By Mr. Booth: 

Q. Will you give your full name and address to 
the [41] reporter, please? A. Laurence S. Knappen, 
2611 Lynn Street, Arlington, Virginia. I 

j 

Q. What is your present position? A. Chief econ- 
omist in the Public Utilities Branch of the Transporta¬ 
tion and Public Utilities Division of the Office of Price 
Administration. 

Q. Will you state briefly your educational back- j 
ground? A. I graduated in 1920 from the University of 
Wisconsin, with the degree of B.A. in the course in Com¬ 
merce. In 1933 I received my M.A. in economics from 
Rutgers University, New Brunswick, New Jersey, and in 
1939 I completed my work at Columbia University in 
economics, specializing in public utility economics. This 
degree was awarded to me at the following commence¬ 
ment. My Master’s thesis was entitled “The Post War 
Operation of the Gold Standard” and my Doctor’s disser¬ 
tation was published by Prentice-Hall, Inc., under the 
title “Revenue Bonds and the Investor.” 

Q. Will you please describe your business and pro¬ 
fessional experience since leaving your university work? 

A. For eleven years folllowing graduation from the 
University of Wisconsin I worked in the commercial and 
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financial fields, including Lee, Higginson & Co., New 
York City, at that time the second largest banking con¬ 
cern of its kind. With Lee, Higginson & Co., I engaged 
in [42] securities analysis work, especially in conjunc¬ 
tion with public utilities. This was along in 1926, ’27, ’28 
and ’29. At that time we were instrumental in financing 
Duquesne Light Company and the Philadelphia Com¬ 
pany, selling their securities. 

From 1933 to 1941, I taught economics and busi¬ 
ness administration at Rutgers University, from which 
school I am now on leave, with the rank of Assistant 
Professor. Here I taught Corporation Finance, Invest¬ 
ments, Accounting, and Business Statistics. 

Q. Will you describe briefly your work in behalf 
of the Public Utilities Branch of OPA? A. I prepare 
general economic analyses of war problems, arising in 
connection with our work, special studies of the infla¬ 
tionary effects of proposed rate increased, preliminary 
analyses of information supplied to the Office of Price 
Administration in connection with notices of proposed 
increases which we receive, testimony to be given before 
commissions or courts, financial analyses of particular 
companies and I also prepare financial analyses in con¬ 
nection with rate reductions cases in which we intervene. 

Q. Will you describe or refer to briefly some of 
the rate cases in which you have been active? A. For 
the past year and a half, I have been active in one rate 
case after another, including United Fuel [43] Gas Co., 
Hope Natural Gas Co., Brooklyn Borough Gas Company, 
North Penn Gas Co. and Allegheny Gas Co., United Tele¬ 
phone Company of Indiana, Chicago Rapid Transit Com¬ 
pany, Detroit Edison Co., Central West Utility Company 
and many others. Will that be enough? 
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Q. Yes, I think that will be enough. The United 
Fuel Gas Company case that you referred to was a pro¬ 
ceeding before this Commission? A. That is correct. 

I 

Q. In which the Price Administrator intervened? 
A. Yes. 

Q. Would you refer to some of the regulatory com¬ 
missions before whom you have testified ? A. I have tes¬ 
tified, among others, before the Federal Power Commis¬ 
sion, of course, the Illinois Commerce Commission, the 
Public Service Commission of Indiana, the New York 
Public Service Commission, the Public Utilities Commis¬ 
sion of Ohio, the Pennsylvania Public Utility Commis¬ 
sion, the Public Utilities Commission of South Dakota, 
the Wisconsin Public Service Commission, the Michigan 
Public Service Commission, the West Virginia Public 
Service Commission, and the Missouri Public Service 
Commission. 

Q. Have you also testified before any courts? A. 
Yes, before the Circuit Court of Ingham County, Mich¬ 
igan in the Detroit Edison Company case and before a 

[44] Master appointed by the Cook County Circuit Court 
in the Chicago Rapid Transit case. 

[45] Q. Was the Detroit Edison case an electric rate 
reduction case in which the Administrator intervened? 

A. That is correct. 

Q. And your testimony in these cases has covered 
matters relating to the earnings, expenses and problems 
relating to the rate of return, general economic problems 
relating to inflation in connection with the Government’s 
stabilization program? A. That is correct. 

*•••••• 
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[105] PHILIP A. FLEGER a witness, called by and in 
behalf of the Intervener, Office of Price Adminis¬ 
tration, being first duly sworn, was examined and 
[106] testified as follows: 

Direct Examination. 

By Mr. Booth: 

Q. Will you give your name and residence to the 
reporter, Mr. Fleger, if you please? A. My name is 
Philip A. Fleger. I am a resident of Allison Park, Penn¬ 
sylvania. 

Q. Will you state what your capacity is with the 
Kentucky West Virginia Gas Company and the Pitts¬ 
burgh and West Virginia Gas Company? A. I am presi¬ 
dent of the Kentucky West Virginia Gas Company. I 
am also general counsel and a director of the company. 

******* 

[109] Q. Going back to earlier this year, do you recall 
testifying before the Securities and Exchange Commis¬ 
sion on or about April 23, 1945, in connection with the 
Kentucky West Virginia Gas Company. A. I believe on 
that date, Mr. Booth, I was called [110] by Standard 
Gas & Electric Company as a witness in a proceeding 
before that Commission involving the dissolution of the 
Louisville Gas & Electric Company of Delaware, and at 
that time I was asked to testify, among other things, 
concernin g the estimated future earning capacity of the 
Kentucky West Virginia Gas Company. 

Q. Let me ask you this, Mr. Fleger: I will read to 
you a statement which I believe you made at that time 
relating to the gas reserves of the Kentucky West Vir¬ 
ginia Company, and ask you whether you recall having 
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made the following statement on that day before the 
Securities and Exchange Commission: 

“The company in 1942 commenced the practice 
of making a study each year of its annual depletion 
and depreciation requirements. Necessarily, in con¬ 
nection with those studies, an estimate is made an¬ 
nually of the total recoverable reserves of the com¬ 
pany. The study for the year 1945 is virtually com- I 
pleted but it is not official or in final form. The 
study made in 1944 adjusted for the actual produc¬ 
tion in that year to bring it down to December 31, 
1944, showed that the company had gas reserves 
in excess of 884,000,000,000 cubic feet. My dis¬ 
cussions with the men who are working on the 
details of the study for this year indicate that it is 
more likely that the study, when completed, will | 
show that the reserves approach [111] more nearly 
890,000,000,000 cubic feet. 

“Nevertheless, taking the lower figure, on the 
basis of the average annual production in the five 
years 1940 to 1944, inclusive, which represents a 
very high rate because of the industrial activity 
stimulated by the defense activities in 1940 and 1941 
and the war activities in the succeeding years and 
the high sales which resulted from that activity, 
the gas reserves of the company that I refer to, ( 
using the figure of 884,000,000,000 cubic feet, would j 
have estimated life of approximately 35 years.” j 

I 

Do you say you so testified, Mr. Fleger? A. I am sure 
you are reading from the transcript, Mr. Booth, and I 
would say “Yes, that is the testimony I gave in that 
hearing.” 

Q. You gave that testimony? A. That is correct. 

i 

i 

I 
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Q. You have no desire to change that testimony 
that you gave at that time at this time? A. I have no 
desire to change any of the testimony I gave at that time 
in that proceeding, Mr. Booth. 

Q. All right. Now, let me ask you a further ques¬ 
tion in that same connection, whether you recall testi¬ 
fying in that same proceeding or at an earlier date that 
the total gas reserves of the Philadelphia Company ex¬ 
ceeded or approximated [112] one and one quarter 
trillion cubic feet? A. I do not recall that I testified 
to that effect in the same proceeding. It is my recollec¬ 
tion that I did testify to the estimates that had been 
made of the total gas reserves from all of the companies 
in the Philadelphia Company group in connection with 
the Standard Gas & Electric recapitalisation proceed¬ 
ings in 1943. 

Q. And you testified that the Kentucky West Vir¬ 
ginia Gas Company reserves were in excess of one tril¬ 
lion cubic feet and for the combined companies in excess 
of one and one quarter trillion cubic feet, and that they 
should last from 25 to 35 years. Do you recall testimony 
of substantially that character? This is merely a sum¬ 
mary of your testimony at page 2992. That may have 
been a year or two ago. A. I do not remember, Mr. 
Booth, at the moment. I would have to refer to the 
transcript in that case, what I testified to then, whether 
as to the total estimated gas reserves of all the com¬ 
panies in the Philadelphia group or of the Kentucky 
West Virginia Gas Company alone. The reason I have 
difficulty in recalling that, aside from the lapse of time, 
is that, as I recollect it, we introduced two sets of figures 
in an earlier proceeding. I think one of them involved 
company estimates and another involved estimates of an 
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outside or independent engineer. At any rate, there 
were a number of figures that were introduced at that 
time, and I do not have them at hand here. 

[113] Q. The position of the company and the position 
that you have uniformly taken before the Securities and 
Exchange Commission is that the reserves were ade¬ 
quate to take care of your existing markets for 25 to 
35 years? A. I should say that has been the general 
effect of what I have testified to in recent years and the 
general effect of the position taken by the company in 
recent years. 

Q. Just one other question in that connection. I j 
want to ask you whether you recall having made this 
statement in connection also with the problem of re¬ 
serves: You probably recall that one of the things you 
had in mind was to contrast your position with the Hope 
Company and you testified as follows: 

“Our position is unique, not only from the 
standpoint of the amount of reserves that are avail- I 
able to us but from the standpoint of the proximity 
of these reserves to both our market and the Louis- i 
ville Gas & Electric market.” 

Do you recall having taken that position? A. I do, Mr. 
Booth, and I think that fact is reflected in the fact that j 
the rates that we have charged for gas sold under com¬ 
parable conditions are below the rates charged by the 
Hope Natural Gas Company. 

I 

[114] Q. You do not recall, Mr. Fleger, having testified 
to the fact that your rates were more or less reasonable 
or unreasonable in comparison with Hope in the case at 
that time [115] before the S.E.C.? You would not be 
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able to put your finger on any testimony that you gave. 
All you were telling the S.E.C. was that the company 
was in an exceedingly favorable position because of its 
reserves, their amount and their proximity? A. Yes, 
but while I may not have referred to it specifically, the 
whole purport of my testimony in that connection was to 
bring out that we were in a somewhat more favorable 
position and could, therefore, operate on a more favor¬ 
able basis and could, therefore, market our gas upon 
more favorable terms than the Hope Natural Gas Com¬ 
pany. In fact, in the hearing in April of this year in 
that same connection, I testified that one of the reasons 
that influenced me to consider that the Kentucky West 
Virginia Gas Company could earn the amounts that I 
projected for the future was the fact that if its present 
principal markets, namely, the Louisville Gas & Electric 
Company and Pittsburgh & West Virginia Gas Company, 
were taken away from it, that the company would have 
no difficulty in marketing its gas in a competitive market. 
******* 


[128] F RED KLEINMAN, a witness, called by and in 
behalf of the complaintant. City [129] of Pitts¬ 
burgh, having been first duly sworn, was examined 
and testified as follows: 

Direct Examination. 

By Mr. Wald: 

Q. Will you state your name and address, please? 
A. My name is Fred Kleinman. My home address is 
1220 North State Parkway, Chicago, Illinois. My office 
address is 160 North La Salle Street, Chicago, Ullinois. 
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Q. Will you please state your background of educa¬ 
tion, employment and experience? A. I graduated from 
Cornell University in 1913 in June and shortly thereafter 
obtained employment with the Brooklyn Union Gas Com¬ 
pany of Brooklyn, New York, as a clerk in one of the 
business offices. Within a few months, I was transferred 
to the general office and I worked in that general office 
for approximately four years. 

During the latter part of the time, I was bookkeeper 
of three of the subsidiary companies and made the final 
check on the monthly statement usually called the sum¬ 
mary of business which was the main operating state- I 
ment of the company. 

After leaving Brooklyn Union Gas Company, I ob¬ 
tained a position with National Aniline and Chemical 
Company located in New York City which was then a 
recent merger of some of the large dyestuff manufactur¬ 
ing companies and sales companies in the United States, 
the time being November 1917. My position [130] there 
was as assistant to the assistant treasurer who was in¬ 
stalling a general and cost accounting system for that 
recent merger in order to establish uniform practices 
with all of the units that had been merged in that com¬ 
pany. That engagement lasted about a year at which 
time I was on call for the Army. 

In November, 1918, when the Armistice was signed, j 
I was on call but never was actually called to camp. I 
looked around for another position. I obtained one with 
the Emergency Fleet Corporation, Newark Shipyard of 
the Submarine Boat Corporation beginning as assistant | 
local auditor and, at the end of about ten months, be¬ 
coming local auditor. That was the second largest Ship¬ 
ping Board contract in World War I, involving expendi- 
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tures that ran into many hundreds of millions of dollars. 
I inherited the accounting from my predecessor and 
worked with that accounting record to pay off the final 
bills ultimately and to arrange for the information to go 
to the officials of the Emergency Fleet Corporation for 
settlement with the ship contractor. 

When the settlement contract was signed the job 
was, of course, at an end. I looked for another position. 
It is now October 1920. 

I obtained a position with the firm of Barrow, Wade, 
Guthrie & Company, public accountants in New York 
City. That firm had been the accountants for National 
Aniline and Chem- [131] ical Company and through that 
engagement, I became acquainted with several of the 
partners and quite a number of the men. I applied for 
a position and obtained one. I remained with Barrow, 
Wade & Guthrie from November 1920 until April 30, 
1933. 

During that time, I worked on a great variety of 
engagements but from 1925 to about the end of 19X1, my 
work was mainly on pre-purchase investigations for 
public utility holding companies on various operating 
units that some banker or some promoter desired to 
merge, float securities on the open market. Toward the 
end, of course, and about 1931 some of the work was 
reorganization in bankruptcy. 

I estimate that from 1925 on approximately 75 
percent of my time was related to public utilities which 
covered electric companies, gas companies, both natural 
and manufactured, telephone companies, a few street 
railways, water companies, about every type of company 
that was being acquired by the holding company setups. 
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April 30, 1933, was a rather bad time in business, 
generally. Work had slumped out in the Barrow, Wade, 
Guthrie office as it did in every other office. I was un¬ 
married. I did not like to take another cut in salary 
and I decided to look for another position. 

I obtained one on May 8,1933, with the firm of S. D. 
Leidesdorf & Company, public accountants attached to 
their Chicago office. The engagement for which I wan 
hired was [132] primarily to carry out their agreement 
to furnish consultant advice to the Illinois Co mm erce 
Commission. I worked on that work for a period of about 
a year and then the Illinois Commission decided they 
wanted me directly on their staff instead of paying for 
my services through a public accountant and I did not 
have very much to say about it. 

The firm had obviously made an agreement to fur¬ 
nish an accountant and I transferred to the Commis¬ 
sion’s staff. That was February of 1934. 

I have been employed by the Illinois Commerce 
Commission since that time. I have taken several leaved 
of absence, primarily one to participate in the investiga ¬ 
tion of the affairs of the American Telephone & Tele¬ 
graph Company conducted by the Federal Communica¬ 
tions Commission from 1935 to 1937 on a part-time basis 
and also to do some work for the Office of Price Admin¬ 
istration in 1941 and 1942. 

I have also acted as consultant for Treasury Pro¬ 
curement in a case involving the Potomac Electric Power 
Company, for the Arkansas Department of Public Utili¬ 
ties, State Regulatory Commission, in connection with 
the original cost of the properties of Arkansas Power 
& Light and the application of original cost and depre- 
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ciation practices to the rate making and financial func¬ 
tions of the Commission. 

I am now appearing on behalf of the City of Pitts¬ 
burgh. 

My work at the Illinois Commerce Commission is 
appropri- [133] ately described by my title as chief 
of accounts and finance. The general work of the ac¬ 
counting department, supervising the investigation made 
by the accounting department, the design, receipt and 
checking of annual reports filed by utilities with that 
Commission, also of other periodical reports, is the 
function of my department. 

I also have control over the preparation of financial 
cases in which my principal assistant, the assistant chief 
of accounts and finance, usually acts as hearing officer. 
I act as hearing officer in the large cases. I have also 
acted as hearing officer for the Illinois Commerce Com¬ 
mission in rate cases. 

Finally, I have presented testimony as a witness in 
many cases involving either rates or financial practices 
and have advised the Commission by sponsoring the an¬ 
nual report forms and uniform system of accounts, which 
annual report forms and uniform system of accounts are 
those promulgated by the National Association of Rail¬ 
road and Utilities Commissioners with certain very 
minor changes to adopt them to the particular needs of 
the State of Illinois. 

In reference to this last factor, I am the chairman 
of the committee on statistics and accounts of this Na¬ 
tional Association of Railroad and Utilities Commis¬ 
sioners. That committee is the committee that has 
sponsored, designed and devised the uniform system 
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of accounts that incorporates the [134] original cost 
principle for utility accounting and the depreciation prin¬ 
ciple for accounting for the consumption of the service 
value of property. Naturally, that system of accounts 
which has been promulgated for telephone companies be¬ 
ginning approximately 1934, later for electric companies 
and then natural gas companies and water companies has 
many changes to a certain extent but the depreciation 
principle and accounting for property on the original cost 
principle are the two major changes from the predecessor 
systems. I have been a member of that committee since 
1934 and I have been chairman, I believe, since 1939. 

Q. Can you tell us the principal utility cases in 
which you have testified as an expert? A. The principal 
utility cases in which I have testified at length on contro¬ 
versial matters are the following: 

In a rate case involving the Commonwealth Edison 
Company before the Illinois Commerce Commission I 
testified as to the accounting principles that underlie 
the original cost computation. I testified as to income 
available for return of that company and I testified as 
to rate of return somewhat more briefly. 

The next case was that involving the Peoples Gas 
Light & Coke Company, another rate case before the 
Illinois Commerce Commission. I testified as to the 
income available for return and somewhat more briefly 
on the principles underlying [135] utility accounting 
on the original cost study and rather at some length 
on rate of return. 

Q. Have you testified before this commission, the 
Federal Power Commission, in other cases? A. Yes, I 
testified before the Federal Power Commission in a case 
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involving the Natural Gas Pipeline Company of America, 
in which I testified primarily and principally on the rate 
of return question although also on income available for 
return and certain other related matters. 

Do you want any more? 

Q. No, Mr. Kleinman. 

******* 

[147] Q. Mr. Kleinman, you have testified concerning 
rate base matters. Do you have an opinion as to the fair 
rate of return for Pittsburgh & West Virginia Company 
and for Kentucky West [148] Virginia Gas Company? 
A. While I have not had access to the books and records 
of the companies to a degree that would enable me to 
prepare a complete corporate and financial history of 
the company for an evaluation of all the factors that 
enter into rate of return, I have studied the subject of 
rate of return for a great many years. My opinion at the 
present time is that a 6 percent rate of return is as high 
as should be allowed a public utility deserving or requir¬ 
ing an absolute maximum rate of return. From 6 per¬ 
cent, a fair rate of return would scale down depending 
upon the various factors that enter into a rate of return 
and depending upon the company. It is my opinion that 
at present for most public utilities operating in devel¬ 
oped territory a 5 percent rate of return would be liberal. 
Such a rate of return is particularly liberal for urban 
utilities or those whose market is a developed urban 
market. In the instant case, the ultimate market of both 
of these companies is a section of the City of Pittsburgh 
and immediate surroundings, and I, therefore, believe a 
5 percent return is liberal. 
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[153] LAURENCE S. KNAPPEN a witness, having 
been previously duly sworn, resumed the stand and 
testified further as follows: 

Re-Direct Examination. 

By Mr. Booth: 

Q. Dr. Knappen, I believe in discussing your quali¬ 
fications, your experience and your work yesterday you 
indicated yesterday that beginning with your work witlji 
Lee, Higginson & Company practically down to the pres¬ 
ent time you had devoted a great deal of attention to 
the financial problems associated with the industry. 

A. That is right. 


Q. And you have also indicated that you have 
testified on the subject of rate of return in connection 
with certain other companies as part of your work for 
the Office of Price Administration in its rate cases. 


A. That is right. 

[154] Q. Have you given some attention to the sub¬ 
ject of rate of return in connection with the present 
proceeding? A. I have. 

Q. Now, will you tell us just what the economic 
significance of rate of return is? A. The rate of rej 
turn to a utility is in an economic sense the equivalent 
of interest on investment furnished by the owners of 
the utility. This interest on the investment factor is 
again in an economic sense made up of two parts. The 
first part is what is commonly known as pure interest 
and the second, reward for risk. The pure interest 
element reflects the necessary payment to the lenders 
of the funds to induce such lenders to forego the use of 
their money. It is sometimes referred to as the reward 
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for waiting or the reward for postponement of enjoying 
what the money would buy. This reward is entirely 
independent of any consideration for risk and is custom¬ 
arily measured by the rate of interest which the govern¬ 
ment pays on its bonds, since it is usually thought that 
no safer investments exist than the obligations of our 
central government. This rate of interest at the present 
time is in the neighborhood of 2 y 2 percent. 

The difference between such 2% percent and the 
rate of return allowed to a utility is in the nature of 
reward for the risk thought to be incurred by the inves¬ 
tors including the stockholders in the utility enterprise. 
[155] This is the standard explanation as to the reason 
for the difference found in security yields. Apart from 
some such explanation the differences found in the yields 
of various securities do not appear to be understandable. 

No borrower would pay the higher rates found to 
exist in the market, nor would any lender be found who 
would be content with the lower interest rates unless 
some factor existed which caused the borrowers and 
lenders to act contrary to what appears to be their true 
interest. 

The borrower, of course, always wants to get his 
money as cheaply as he can and the lender always wants 
to get as high a rate as he can so something has to come 
into the picture to explain why the various lenders are 
willing to lend in some cases at high rates and in other 
cases at low rates and conversely with the borrowers, 
why some of them are able to borrow at low rates and 
some will have to pay high rates. 

It is the element of risk which causes some borrow¬ 
ers to have to pay the high rates, and it is the absence of 
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risk which causes some lenders to be content with the 
low rates. 

Q. Now, just assuming for the sake of argument 
that the rate of return is 6 % percent, that is what it 
was fixed at, what does that imply as to the risk being 
incurred by the utility? A. The allowance of 6% per¬ 
cent rate of return to a utility after all operating ex¬ 
penses have been allowed, in- [156] eluding the best 
possible estimate as to the pro rata depreciation and 
depletion still to be incurred in the remaining life of the J 
depreciable and depletable property, and taxes, is an 
allowance of a 4 percent premium for risk on the in¬ 
vestment over and above the 2 % percent of so-called 
pure interest. Ignoring the element of compound in¬ 
terest, this is an annual premium or actual allowance 
of 4 percent or the equivalent of estimating that the 
utility’s entire investment will be lost in 25 years. This 
is true because the 4 percent premium for 25 years will 
restore to the owners of the business 100 percent of 
their investment, 4 times 25 being 100 percent of the 
investment, apart from any compound interest factor. 

Or to put it another way, it would be the equiv¬ 
alent of estimating that half of the utility’s investment 
would be lost once in 12% years. Such a premium or re¬ 
ward for risk seems altogether unjustified in the natural 
gas industry and specifically for the companies involved 
in this present case. 

Q. That conclusion of yours is based upon the spe¬ 
cific studies that you have made of these companies 
involved in this proceeding? A. Right. 

Q. And your familiarity in connection with the 
Equitable Gas case? [157] A. Also based upon my knowl- 
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edge of the general stability of the utility industry as 
such and the stability of the natural-gas business within 
the utility field, as compared with the stability of earn¬ 
ings in railroads and industrial fields, which are also 
competing for investors’ dollars. 

Q. That is a subject you have given a good deal 
of attention to over a period of years? A. I have some 
exhibits prepared, as a matter of fact, along that line. 

Q. Now, would you state whether or not there are 
methods which indicate the risk present in a business 
enterprise? A. Yes, there are various methods. 

One of them is to take the cash dividends paid by 
the various industries and see what the course of those 
dividends is through the years, comparing one industry 
with another to see whether there is more regularity in 
the utility field than in the railroad or industrial field. 

Q. Have you prepared an exhibit showing the com¬ 
parative cash dividend rate per share of the utilities, 
industrials and railroad industries? A. I have. 

Mr. Booth : I ask that this exhibit be marked for 
identification as Exhibit No. 25. 

Trial Examiner: It will be so marked. 

(The document referred to was marked as Exhibit 
No. 25, [158] for identification.) 

By Mr. Booth : 

Q. Will you explain this exhibit? A. These fig¬ 
ures are taken from the Department of Commerce Sur¬ 
vey of Current Business: 1942 Supplement, page 85 and 
subsequent monthly issues; April 1945 figures obtained 
direct from Bureau of Foreign and Domestic Commerce. 
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This shows the cash dividend rates per share on pub¬ 
lic utility stocks of 30 different companies, 492 industrial 
companies and 36 railroad companies. It is in dollars 
per share of the shares outstanding with adjustments 
having been made for any increase in the total number 
of shares so as to keep the figures comparable, that is 
if they were to double the number of shares of a com¬ 
pany it would normally drop the cash dividend to half 
what it had been per share, they would make an allow- j 
ance for that so as not to distort the figures here and 
keep them on a comparable, equal basis throughout. 

The first column shows that in 1929 these 30 public 
utilities were distributing $2.49 per share and following 
that at the worst point they fell to $1.85 in 1935. I am 
sorry, 1942 would be still lower, $1.76. 

But compared with that drop, which is about 70 
cents off $2.49, or about 30 percent, the industrials fell 
from $2.66 to 78 cents between the years 1929 and 1933, 
which would [159] be a drop of about 69 percent and the ! 
railroads dropped from $6.06 to 88 cents or a drop of 
over 80 percent between 1929 and 1933. 

For all 600 companies, and the table here does not 
show 42 banking, insurance companies whose stocks are 
not dealt in on the Big Board, as they say, or the Curb, 
the figures declined from $2.96 to $1.09 as being the low¬ 
est point or something near a two-thirds total drop. 

But the significance of the figures is that the public 
utilities’ cash dividends were being paid year after year 
even through the heart of the depression. As it will be 
noted in 1931 the utilities had the highest figure of cash 
dividends, in 1932 the figure was still higher than in 1929, 
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although at that time the industrials were away off as 
were also the railroads. 

By Mr. Booth : 

Q. This is one of the tests which indicate what the 
greater stability of the utility is? A. It indicates, yes, 
that an owner of securities will have good reason to 
expect that he will get more nearly the same income 
year by year, if it was utility stock, than if he were to 
own stock of a railroad or industrial company so that 
you do not have to make the same allowance for the 
bad periods in connection with your utility business that 
you do in the industrials and railroads. 

[160] It is understandable a person investing in the in¬ 
dustrials and railroads expects to get a big return in 
certain years to make up for the lean years. That same 
allowance is not necessary here. If a person in the in¬ 
dustrial field got 12 percent in good years he might 
expect to get a couple percent or one percent in a very 
bad year and between the two, 12 and 1, he would aver¬ 
age around 6 V 2 percent. 

But in the public utility field you do not have to 
allow any such high rates at any time because they are 
always getting the cash dividends in sizeable amounts. 

Q. That concludes your explanation of Exhibit 25? 
A. Yes. 

Q. Are there other methods of testing the stability 
of industries? A. Yes. 

Q. For the purposes of determining what is the 
proper rate of return? A. That is right. 

Q. What, for example? A. One way is to compare 
the amounts available in the way of earnings for pre- 
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ferred and common dividends, which is to people in the 
Street a better method by far than the cash dividend 
method because owners are entitled to earnings one way j 
or the other; by way of dividends or increase in the 
equity. 

I 

Q Have you prepared an exhibit containing infor- i 
mation [161] of this character? 

Mr. Booth: I ask that this exhibit, entitled “Cor¬ 
porate Balances available for preferred and common 
dividends” be marked for identification Exhibit No. 26. 

Trial Examiner: It will be so marked. 

(The document referred to was marked as Exhibit 
No. 26, for identification.) 

By Mr. Booth: 

Q. Will you explain this exhibit? A. This exhibit 
indicates the corporate balances available for preferred 
and common dividends from 1929 through 1943 in re¬ 
spect to 888 industrial companies, all class 1 railroads, 
13 electric and gas companies, 7 gas companies and then 
in the natural gas field exclusively, three distribution 
companies and two pipe line companies. 

The figures are given in millions of dollars for the 
first three columns, that is, the industrials, railroads 
and electric and gas companies and for the last three 
columns they are given in thosuands of dollars. 

This indicates that industrial companies’ amounts 
available for preferred and common dividends, taken 
as a whole for the 888 companies declined $3,756,000,000 
in 1929 to an actual deficit of $82,000,000 in 1932 so 
that the industrial companies, taken as a whole, earned 
nothing, in fact lost money in 1932, which of course 
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would be more than 100 percent loss [162] on the 
amounts that had been available in 1929. 

It is interesting to note that even in 1938 the in¬ 
dustrials lost more than 50 percent of the amount that 
had been available for preferred and common dividends 
in 1937, a single year will result in that irregularity 
nnd wide fluctuation in the earnings of industrial com¬ 
panies. 

For the railroad companies it is clear in five of 
the years between 1929 and 1943 they actually lost 
money before the payment of preferred and common 
dividends. 

For electric and gas companies, on the contrary, 
it is obvious that the amounts declined from 8151- 
GOO,000 in 1929 to only $106,000,000 in 1934, having 
been a little higher than in 1929 during the years 1930 
and 1931 and then again in 1943 they declined to 
$101,000,000 but at the worst point, as compared with 
1929 they were off less than 33% percent, just about 
33% percent. 

Taking exclusively gas companies, listed below, 
it indicates that their amounts available for preferred 
and common dividends declined from $24,562,000 to 
$9,620,000 at the worst point. For the three distri¬ 
bution companies in the natural gas field the figures are 
not available prior to 1934 but they appear to be quite 
stable for the period in which the figures can be had, 
as shown here, the highest being $16,134,000 and the 
lowest figure appears to be $12,590,000. 

For the two pipe line companies the figures start at 
[163] $1,079,000 and I should say have steadily in¬ 
creased with a little better result in 1939 and 1940. 
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Again this indicates far great stability on the 
part of utilities, on the part of gas companies, even on 
the part of the natural gas companies, whether in the 
distribution or pipe line field than you find in the indus¬ 
trials or railroad fields. 

In 1938 you do not find any slump at all, where the 
industrials were going off by more than half and the 
railroads were going into a deficit. 

Q. What is the source of the data that is contained 
in the exhibit? A. The figures are taken from the blue 
section of the Moody’s Industrial Manual for 1944 for 
the years 1933 to 1943. 

They had used 916 companies in the first four years 
and therefore the figures were not quite comparable 
and we secured the figures from the 1929 to 1932 in a 
letter furnished by the Moody’s Investor’s Service to us 
direct from their New York office. 

Q. I want to pass on to another subject for the 
time being, Dr. Knappen and ask you if— A. May I 
interrupt a min ute? 

Q. Yes. A. I should say at this point that while 
I have not [164] the figures prepared at the moment in 
exhibit form I do have comparable figures along the 
same line for the Kentucky West Virginia Gas Company 
in percentage terms indicating that the percentage in 
1929 was 12.39 percent. 

******* 

Q. Is that a percentageship in relation to the net 

worth? A. That is right. 

' 

Q. Let me ask this question. I will pass now to an¬ 
other subject. 



144 Laurence S. Knappen — Re-Direct. 

Are natural gas companies in an especially fa¬ 
vored position as to risk because of the existence of 
provisions in the income tax law, especially applicable to 
natural gas companies? A. Yes. Sections 114(b) (3), 711 
and 735 of the Internal Revenue Code make special pro¬ 
vision for depletion allowances of natural gas companies 
and also, as Mr. Fleger testified on April 25,1945, before 
the SEC, the Bureau of Internal Revenue has a rule 
whereby gas companies may either expense or capitalize 
intangible drilling costs and [165] that has been very 
favorable to the natural gas companies because they 
have been able to charge those outlays in as expenses 
and thereby reduce their taxable income very greatly. 

Q. Tell us what has been the trend of utility bond 
interest rates over the past ten years. Will you refer to 
that briefly, please? A. The Moody averages for util¬ 
ities have come down from a little over 7 percent in 1934 
to under 3 percent in 1944. This is an average of all four 
grades of utility bonds, varying from AAA, that is the 
very best, to BAA, or fourth best. The best utility bonds 
are down around 2.65 percent. 

Q. Do either of the West Virginia companies in¬ 
volved in this proceeding have any bonds outstanding? 
A No, but their parent, or major parent, has. That 
is the Philadelphia Company. 

Q. What rate does it pay on its bonds? A. 4-1/4 
percent, but the bonds are selling above 107, in fact they 
sold at 108 on last Friday, yesterday I believe between 
107-5/8 and 108. They are callable at 105-3/8. 

Mr. Goldberg: When were they issued? 

The Witness: They are due in 1961—I think 
1941-61. 
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On July 2 they will become callable at 104%. This 
indicates that the public is trading the bonds on about a 
3-5/8 percent basis, that is even though they are callable 
at [166] 104-5/8 next July the public is paying very close I 
to 108 for them now. 

None of the financial services, such as Moody’s 
or Standard and Poor, will use any bonds in figuring 
indexes of bond yields where the bonds are callable j 
for the very obvious reason that the price is held back 
by the fact that the bonds are callable at a figure lower 
than they are apparently selling for which means the 
people who are willing to buy them for 108 run the 
chance they may be called in at 104% if 30 days notice 
has been given of this call. 

Therefore, those bonds are not true indications of 
the price at which the bonds would sell nor of the yield 
that they would give if they were not callable, that is, 
nobody can tell but what they might sell at a price so 
high that they would yield to 1961 only 3 per cent or 2% 
percent. It is impossible to tell when they are held 
back by the call price. 

The company also has 2% percent collateral trust | 
notes outstanding which are due annually to 1951. 

Q. What is the Philadelphia Company earning on 
its common stock? A. The company earned 92 cents a 
share in 1944 according to Moody’s and is currently sell¬ 
ing at somewhere around $12 a share or a rate of around 
7.67 percent. 

Q. There is, however, a difference between the 
rates [167] at which a holding company and an operat¬ 
ing company can sell their securities to the public, isn’t j 
that true? A. It depends upon circumstances. Often- 
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times it is in favor of the operating company, that the 
operating company would have better credit than the 
parent company by being closer to the property so that 
the owner of the securities would not have to go through 
so many hands to get his hand on the property if there 
were any difficulty and he has less of what they call 
“leverage” in the market if he owns the securities of the 
operating company. 

On the other hand, in this case, the Philadelphia 
Company for years has done the finan cing for the 
operating companies and the Philadelphia Company’s 
name is well known in the Street and its credit rating 
is well established. 

Q. If a company were to put out securities equal to 
its rate base, equal to its investment, divided 50 per¬ 
cent in bonds and 50 percent in common stock with the 
bonds paying 3-1/2 percent and the stock earning, say, 
7.67 percent, what would the rate of return need to be 
on the company’s investment to cover these rates of 3-1/2 
and 7.67 percent, respectively? 

Mr. Goldberg: Is this a hypothetical question? 

Mr. Booth: Yes, it is. 

Mr. Goldberg: I was wondering if it was related 
to the Philadelphia Company. 

[168] Mr. Booth: This is a hypothetical illustration 
at this point. 

Trial Examiner: This is to test the Doctor’s mathe¬ 
matics. 

The Witness : Well, 3-1/2 plus 7.67 is 11.17 divided 
by 2, and therefore the answer would be 5.59 percent and 


Laurence S. Knappen — Re-Direct. 147 

that would have to be allowed on the entire investment 
and the investment ought to be for this particular pur¬ 
pose considered to be the equivalent of rate base if the 
questions and answers are to be significant because my 
point is that if the company were allowed 5.59 percent 
on its entire base and it financed its rate base half by 
bonds and half by stocks, which is the SEC general ap¬ 
proach in these matters, that the average of the two 
would come out at 5.59 percent and that would allow the 


company to meet the market requirements at the preseht 
time of the bonds and stocks. 


By Mr. Booth : 

Q. Based upon the studies you have made of tile 
rate of return and the specific studies of these companies 
you consider that represents a substantially fair basis 
for the rate of return in this case? A. Yes, I think that 
people can bring in all sorts of reports about what com¬ 
mercial loans are bringing and what the brokerage loan s 
are bringing in the Street and what the Governmerlt 
bonds are selling for and what the car loadings [16p] 
may be and indexes of industrial production and electric 
light and power sales in previous months and all that 
sort of thing indicate the trend of general business. 


But when you come right down to it it seems to me 
that the most direct method is along the lines I havte 
indicated here as it seems to me unanswerable because 
you have the company active in the field with the quoted 
market prices that are available to anyone so that therje 
is no gainsaying the fact they can get their bond money 
and stock money at the figures given so that if it is clear 
that the rate base would be supportable with this per¬ 
centage, why, all the other information is really second¬ 
ary and poorer evidence than what I have given. 
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Q. Is it your judgment, based upon your experience 
and knowledge, your studies you have made in connec¬ 
tion with the companies that are now before the Com¬ 
mission that the figure you have given of about 5.6 per¬ 
cent represents a reasonable figure for the rate of return 
upon, say, a rate base represented by a reasonable invest¬ 
ment, in this proceeding? A. I am generous here be¬ 
cause I am really going substantially by the prices at 
which the bonds are selling at the present time in the 
market and I think that the bonds would sell at a much 
lower yield if the call price were enough higher so that 
the price would not be held back by that [170] so I think 
the figure would probably be below 5.59 percent. 

Mr. Goldberg: The thing I am trying to figure out, 
if I may inquire, whose rate of return is Dr. Knappen 
referring to, the Philadelphia Company’s or the operat¬ 
ing companies’? 

Mr. Booth: I think my question has been directed 
to the companies that are involved in this proceeding, 
the Kentucky West Virginia Gas Company and the Pitts¬ 
burgh and West Virginia Gas Company. 

Mr. Goldberg : Is he basing it on the bonds of 
Philadelphia Company? I do not understand. 

The Witness: The Pittsburgh and West Virginia 
Company has no bonds or stocks outstanding in the 
hands of the public so that all the publicly-held securities 
are those of the parent. Therefore, to get the market test 
as to the company rates you have to go by the parent 
company. 

I would say that the figures given here do no in¬ 
justice to the subsidiary companies as the operating 
companies; that if they were allowed a rate of return 
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equal to what would be necessary for the parent company 
to cover the securities representing a rate base, that it 
would be adequate. 

By Mr. Booth: 

Q. Is it your judgment, then, Doctor, that the 
figures you have just referred to represent substantially 
what it would cost these companies to market then- 
own securities? A. That I cannot say exactly because 
the two companies [171] have no securities outstanding 
in the market and it would take some time for them, if 
they were going to go into the market, to establish then- 
reputation, we will say, with the general public. 

But there is no proposal they are going into the 
market to do that. By all supposition they are expected 
to continue to be financed, as they have been for years, j 
through the parent company. 

Q. And your judgment is based upon the present 
corporate and financial setup of these companies of today 
and the way they are organized and operate today? A. If 
on their share of the total rate base they were allowed 
5.59 percent and they relay it back to the parent com¬ 
pany, the parent company thus then would be able to 
meet all obligations on all of its securities it put out to 
the market as a result of the subsidiary’s operations. 

Mr. Goldberg: All subsidiaries or just these sub¬ 
sidiaries? 

The Witness: I am starting with Pittsburgh & West 
Virginia and Kentucky and I said if they were allowed 
5.59 percent on their share of the total rate base; if you 
want to consider Philadelphia Company as a whole, that 
Philadelphia Company would have enough in hand to 
make payments to the public that would represent all of 
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the bonds and stocks of the two subsidiary companies 
that would he equivalent to [172] their rate base. 

By Mr. Booth: 

Q. And the calculation is predicated or is related 
to a rate base which represents what, the net invest¬ 
ment? A. Whatever rate base is found here. If you 
allow 5.59 percent on it, it would not make any difference. 
The question does not require that a rate base be estab¬ 
lished at any exact figure. Whatever figure it is the rec¬ 
ord of the market shows that the Philadelphia Company 
can borrow bond money on, about 3-1/2 percent base and 
stock money at around 7.67 percent. 

Mr. Booth: I think that is all. 

Trial Examiner: It assumes, of course, the same 
amount of securities as the investment. 

The Witness: Exactly. 

******* 

Q. You have one more exhibit that you prepared 
and that is the exhibit relating to the six natural gas 
transportation companies. [173] A. That is right. 

Mr. Booth: I ask this exhibit be marked for iden¬ 
tification as Exhibit 27. 

Trial Examiner: It will be so marked. 

(The document referred to was marked as Exhibit 
No. 27, for identification.) 

The Witness: It seemed to me in Exhibit 26 the use 
of two pipe line companies by Moody’s gave a pretty 
small sample, as a statistician would say, and therefore 
I tried to make up a table that would cover more com¬ 
panies and carry the figures further back, if possible. 
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So, the first column in Exhibit 27 would be compar¬ 
able to the last column in Exhibit 26. It shows “Bal¬ 
ance for dividends after Federal incomes taxes” and 
the figures for three of the companies were not avail¬ 
able for the first four years so that I only had three 
companies and then had six companies from 1933 on. 

Here the balance of dividends declines from 
$13,549,272 to $7,745,625 in 1933, a decline of less than 
50 percent. Then it rises through 1944. But the net 
worth of the companies was changing through those 
years as additional investments were made, so that I 
put in the second column the “net worth.” 

With the net worth the balances for dividends can 
be computed as percentages of net worth year by year 
and then we [174] find that in the last column, as indi¬ 
cated, the net worth, falls from 11.721 percent in 1929 to 
a low point of 3.811 percent in 1939 and then rises until 
9.994 percent in 1944 but the average over the years has 
been 7.863 percent. 

Again, this indicates a relative stability on the part 
of these companies and they are companies that are in 
the transportation and to some extent producing busi¬ 
ness and are as comparable as any companies I could 
find to the Pittsburgh and Kentucky West Virginia 
companies. 

I have the percentages for Kentucky West Virginia 
that would compare with what we have in the last col umn 
of Exhibit No. 27. In 1929 Kentucky West Virginia Gas 
Company had a percentage net income after Federal in¬ 
come taxes to net worth of 12.39 percent. It rose to a 


152 


Fred Kleinman — Cross. 


high of 16.38 percent in 1932 and then fell to a low point 
of 6.14 percent in 1941 and up to 11.28 percent in 1943. 

******* 

[194] Cross Examination. 

By Mr. Robinson: 

Q. Mr. Kleinman, in your experience, were you 
ever connected with or identified with the actual sale 
of securities [195] of any natural gas utility company? 
A. I do not know that I understand that question. I 
do not know how close my relationship would have to 
be in order to warrant saying that I was identified with 
the sale. 

I worked on natural gas pre-purchase investigations 
that led to the sale of properties. I worked with bank¬ 
ers which led to the sale of securities. I never was in 
the security business. 

Q. Your connection in that work, I take it, was 
limited to the accounting field? A. That is right. 

Q. And your experience, generally, has been 
limited to the accounting field? A. I am an accountant, 
yes. 

Q. And you testify as an accountant? A. A little 
more than that, as an accountant and as a man with 
years of experience in the regulation of public utilities, 
particularly their financing and their rate-making 
processes. 

Q. That is, you testify but you do not relate it 
to any actual experience in the financial world so far 
as handling securities is concerned? A. I do not know 
whether the implication of your question is that only 
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a man who sells securities knows about the security 
business. 

[196] Q. No, I am not saying that. I am simply ask¬ 
ing you what you did. A. I have acted in a professional 
capacity as accountant for bankers and promoters who 
issue securities. Some of those securities were on 
natural gas business. I have also, in the financial field, 
acted as hearing examiner for the Illinois Commerce 
Commission and gone over the financial proposals of 
various companies, again some of which were natural 
gas companies. 

Trial Examiner: Just what is the function of the 
hearing examiner in the Illinois Commerce Commission? i 

The Witness: The matters are ex parte matter. It 
is the function of the hearing examiner to hear the case, 
make such investigation as he thinks is necessary and 
see that that information is presented in the record. 
The principal function for the past year has been to see 
whether the price that the securities are to be sold at 
appears to be a reasonable one, whether the capital 
structure that will come out of the company after the 
securities are issued is an appropriate one, and whether 
the proceeds from the sale of those securities is going 
to be used for a statutory purpose. 

Trial Examiner: That is only in connection with 
the security issues? 

The Witness: That is only in connection with 
security issues. 

• •••••• 

[200] Q. In what cases have you testified els to rate 
of return? A. The principal csises were the Peoples 
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Gas Light and Coke Company case for the Illinois Com¬ 
merce Commission; the Natural Gas Pipe Line Company 
case before the Federal Power Commission, the Potomac 
Electric Power Company case before the Utilities Com¬ 
mission of the District of Columbia, the Chicago Rapid 
Transit case in the District Court of Cook County. I 
think those would be the principal ones. 

******* 


[232] LAURENCE S. KNAPPEN a witness, having 
been previously duly sworn, resumed the stand and 
testified further as follows: 

Trial Examiner: Is there any further direct ex¬ 
amination of this witness? 

Mr. Booth : Yes, I have one or two questions of the 
witness. 

Direct Examination (Continued). 

By Mr. Booth: 

Q. Dr. Knappen, have you obtained some informa¬ 
tion that you think might be helpful to put in the record 
with respect to the marketing of securities by the 
Tennessee Gas and Transmission Company which I 
understand has taken place in recent weeks? A. Yes, 
this is very recent information carried in the Moody’s 
Supplement and describes how the Tennessee Gas and 
Transmission Company recently sold $35,000,000 of first 
mort- [333] gage 3 percent bonds due in 1965. These 
3 percent bonds were offered to the public at 102 1 / 4. The 
proceeds to the company were 100% so that the net 
cost to the company was slightly under 3 percent. 

These bonds were put out to refund 4 percent bonds 
that were already outstanding and the Moody’s Rating 
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of these bonds is BAA which is the fourth from the top 
rating. It happens to be the same rating exactly as the 
Philadelphia Company collateral trust notes and bonds 
that they have outstanding. 

The Tennessee Company also sold 75,000 shares of 
5 percent cumulative preferred stock. This was offered 
to the public at 104 and the proceeds to the company 
were 101 which again means that the cost to the com¬ 
pany was something less than 5 percent. 

These 75,000 shares of $100 par stock would pull 
$7,500,000 plus the premium of 1 percent that was net 
to the company. 

In addition, the company arranged for a $15,0000,000 
bank loan. The Moody’s Supplement does not indicate 
the rate on that bank loan but I understand it is 2 per¬ 
cent. 

The total cost, then, of that $35,000,000 bonds, 
$7,500,000 of preferred stock and $15,000,000 of bank 
loans, ignoring the premium, would be $1,725,000 per 
year made up of $1,050,000, the interest on the bonds, 
$375,000, the divi- [334] dends on preferred stock and 
$300,000, the interest on the bank loan. 

This total cost of $1,725,000 divided by the total 
amount of $57,500,000 that is raised, again ignoring the 
premium, gives the cost of that total amount of money 
as exactly 3 percent. 

Q. The Tennessee Gas and Transmission Company, 
is that one of the newer transmission companies, natural 
gas transmission companies? A. Yes, it has had a very 
brief life so far and, by investment houses, would be 
called an unseasoned security so that it would be likely. 
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on a seasoned company in the same situation, the cost 
of money would be even less than this 3 percent. 

Q. It is a large transmission company which has 
recently built a line from Texas to the northeast? 
A. Yes, it connects with the United Fuel Gas and the 
Consolidated Natural Gas subsidiary, Hope Natural Gas 
Company, in West Virginia. 

Q. It has two large long-term contracts with those 
companies? A. That is right. 

Mr. Booth: I assume the Commission has a great 
deal of information about that. 

By Mr. Booth: 

[335] Q. One other thing, and that is this: In connection 
with the general method which you employed in arriv¬ 
ing at a judgment figure with respect to the proper 
rate of return in this case and the studies which you 
frequently make with respect to these problems, it is 
true, is it not, that you have access to and study material 
relating to current banking, economic conditions and 
the statistical and other information relating to the 
operations of gas or electric industries depending upon 
the industry you happened to be dealing with and other 
allied and similar industries? A. Yes, any information 
that will throw light on the cost of money will be useful 
and will be used as background material or even de¬ 
pended upon if nothing else better is available and is 
used to supplement other information that may be of 
a little more direct character. 
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[336] Cross Examination (Continued). 

By Mr. Robinson: \ 

Q. Dr. Knappen, were you ever connected in any 
way with the actual sale of securities of a natural gas 
utility company? A. When I was at Lee Higginson w!e 
handled securities of companies that were engaged iJn 
the selling of natural gas so that I would say, if I under¬ 
stand the question correctly, that, of course, I was con¬ 
nected with the selling of such securities. 

• 

Q. Were you in the sales department of Lee 
Higginson? A. Part of the time, yes. 

Q. Were any of those companies natural gas pro|- 
ducing companies? A. I do not remember all the comr 
panies. I imagine some of them were, in part. Asso¬ 
ciated Gas and Electric Company was one and about 2(j) 
percent of its business was gas. I suspect part of that 
was natural gas though I do not recall exactly and many 
other companies. We probably handled a couple hun¬ 
dred issues in the four or five years I was there. 

Q. Had you testified to matters of rate of return 
before your engagement by the OPA? [337] A. No. 

Q. And in what other cases have you testified since 
you were engaged by the OPA in the matter of rate of 
return? A. United Fuel Gas Company, North Penn. 
Allegheny Gas Company. 

Q. Both before this Commission? A. Yes. 

• •••••• 

[338] Q. Will you turn to your Exhibit 25? There you 
have listed altogether 600 companies broken down, in 
the first column, to 30 public utilities, in the second 
column to 492 industrials and, in the third column, to 
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36 rails. What was the plan under which those par¬ 
ticular companies was selected? Were they selected by 
you? A. No, these are selected by the Department of 
Commerce. They are published just as found here ex¬ 
cept that I have calculations made for the past three 
or four years there because they only supplied the 
monthly figures hut the selection is made by the De¬ 
partment of Commerce. 

Q. Do you know anything about the basis or prin¬ 
ciple upon which these selections are made? A. I have 
a list of the 30 public utility companies here. 

Q. Would you give us that list? [339] A. Yes. 
Am erican and Foreign Power Company; American 
Power and Light Company; American Telephone and 
Telegraph Company; American Water Works and Elec¬ 
tric Company; BMT, Brooklyn-Manhattan Transit Com¬ 
pany of New York; Brooklyn Union Gas Company; 
Columbia Gas and Electric; Commonwealth and South¬ 
ern; Consolidated Edison of New York; Detroit Edison; 
Electric Power and Light; Engineers Public Service; 
Hudson and Manhattan Railroad; IRT of New York; 
International Telephone and Telegraph; Laclede Gas 
Light; Louisville Gas and Electric of Delaware; National 
Power and Light; Pacific Gas and Electric; Pacific 
Lighting; Pacific Telephone and Telegraph Company; 
Peoples Gas Light and Coke; Philadelphia Rapid 
Transit; Public Service of New Jersey; Southern Cali¬ 
fornia Edison; Standard Gas and Electric; Third Ave¬ 
nue Elevated of New York; United Corporation; United 
Gas Improvement; and Western Union Telegraph Com¬ 
pany. 

Q. Are you able to identify which ones of those 
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are holding companies? A. I could not do it 100 percent 
perfectly, no. 

Q. Can you tell us which ones you think are hold¬ 
ing companies? A. Standard Gas and Electric Company 
is a holding company. I know United is a 'holding com¬ 
pany. I know American Telephone and Telegraph Com¬ 
pany is a holding company. I know Columbia Gas and 
Electric Company is a holding company. I [340] know 
Commonwealth and Southern is a holding company. I 
know Public Service of New Jersey is a holding com¬ 
pany and I think that is all that I can name at the 
moment. 

Q. Will you identify any of those companies that 
are natural gas distributing companies? A. Peoples 
Gas Light and Coke Company distributes some natural 
gas. They may mix it in Chicago but I would not call 
that strict natural gas, I suppose. 

Q. That mixture is one of some recent period? 

A. Yes, that is right. 

I 

Louisville Gas and Electric Company distributes na¬ 
tural gas. I believe Laclede Gas Light Company recently 
distributes natural gas. Columbia Gas and Electric Com¬ 
pany does, of course, through its subsidiaries. 

Q. I am asking now about the actual distributing 
companies. A. Those are all that I can name at the 
moment that I am certain of. 

Q. Can you identify any company in that list that 
is a natural gas producing company? A. Only through 
subsidiaries. 

Q. Subsidiaries of holding companies? A. Yes, 
subsidiaries of the companies I named. 
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Q. ATiri in those cases, they do not constitute a 
substantial part of their operation with the possible ex¬ 
ception [341] of Columbia Gas and Electric? A. Stand¬ 
ard Gas and Electric. 

Q. That is not a substantial part of its operation, 
though, is it? A. I am speaking of it as cut down by 
the SEC order where it would be more restricted. I am 
not considering the former status where they had elec¬ 
tric business on a large scale throughout the country. 

Q. In this exhibit, you speak of what you call 
“weighted average”. What was the method by which 
you determined the weighted average? A. I did not 
determine any weights. I just gave the figures as they 
are found in the Department of Commerce bulletin. 
They do the weighting and, as I explained the other 
day, the only purpose that they use weighting for is to 
keep the securities on a comparable basis so that if one 
of the companies happened to declare 100 percent stock 
dividend it would not decrease the dollar per share cash 
dividend as recorded here by half if the company con¬ 
tinued the cash dividends at only half of what they 
had been before on account of the fact that they had 
twice as many shares out as before. 

The Department of Commerce makes allowance for 
that and weights the figures so as to keep it at a constant 
number of shares outstanding. 

Q. Do you mean by that that you simply copied 
this [342] from tabulations? A. The figures are as 
shown in the 1942 supplement of the Survey of Current 
Business, page 85 and because they only carry the 
monthly figures through 1941, 1942, 1943 and 1944 and 
they have not figured this on an annual basis, I had to 
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have the 12 months taken and the 12 months added up 
and divided by 12 to get the average figure for the year. 

The Department of Commerce is running out of 
funds to continue this service for the time being, they 
claim, so since 1941 the computation has to he made by 
the person who will get hold of the 12 months and make 
an arithmetic average for the year. 

Q. It is your idea that the only significance of the 
words “weighted average” is to not allow the change^ 
in the capitalization brought about by stock dividends ? 
A. That is only the average. We take into consideration 
a lot of other things. This is only to keep the figure^ 
comparable, as I have explained, and not weighted for 
any other purposes. 


Q. Do you know why, in the year 1929, you only 
have seven months? A. The figures are copied from the 
Survey of Current Business Bulletin up to 1941 so I dp 
not know what the Department of Commerce had in 
mind in using only seven months of 1929. 

' I 

[343] Q. I notice that the 1945 figures come from the 
April 1945 figures obtained direct from the Bureau of 
Foreign and Domestic Commerce. Do I understand that 
they are the primary source of all these figures f 
A. It is the Bureau and the Department of Commerce 
that publishes the Survey of Current Business so all the 
figures come from that Bureau in the Department of 
Commerce. 

I 

Q. So, therefore, the pattern of the figures above 
1945 corresponds to the pattern for 1945? A. Exactlyi 
yes, no difference at all. It is just a continuation of 
what they had been doing before. As a matter of fact] 
in the weighting of the figures I secured the figures 
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which were substantially the same with the exception 
of industrials. 

Q. Turning to the first column of Exhibit 25, can 
you tell me whether or not any of the companies in 
this list had no dividends whatever during the period 
set forth here and, if so, what companies and during 
what years? A. I cannot tell you that 

Q. You do not know? A. No, I do not know. 

Q. Could you say that some of the companies did 
or did not have dividends during these years? A. I do 
not know. 

[344] Q. Do you know whether or not this list con¬ 
tains the dividends for both preferred and common 
stock, or what does it represent? A. As I recall it, it 
is just for the common stock. 

Q. Then, of course, the picture of what would be 
reflected by dividends on common stock would be very 
materially altered by the portion of the companies which 
had preferred stock and those which did not so that you 
would not get a very true picture of dividends from that 
point of view? A. The only purpose of this exhibit is 
to show relative stability of utilities generally. It has 
no particular application especially to gas companies. 
Later exhibits are in terms of gas companies, as such. 

Q. And obviously has no application to gas com¬ 
panies, as such, because, as I understand you, the num¬ 
ber of producing gas companies that appear in here is 
negligible and only comes through two operating com¬ 
panies and as far as distribution companies are con¬ 
cerned, that also is a small percentage? A. My thesis is 
that utilities are more stable than railroads or indus¬ 
trials and that the natural gas companies within the 
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utility field are also more stable than the industrials 
and railroad companies. 

Q. In other words, it does not deal with groups 
within the utilities? 

[345] It deals with the utilities as an over-all picture? 
A. That is right, as indicated. 

Q. And to that extent, it simply tends to blend all 
the characteristics of the utilities into an approach to 
a common answer? A. I am trying to reach the point 
by steps and the first step is to establish that utilities 
are more stable in their cash dividends at least than 
the other types of enterprises. 

Q. Do you know whether any of the utilities that 
are listed here were or were not in receivership or bank¬ 
ruptcy during the period in question? A. I cannot say. 

Q. Have you calculated what the average of the 
three columns is with respect to comparisons as to 
average cash dividends on that basis that you have set 
it up? A. No, I have not. 

Q. Will you later check these figures that I give 
you: 2.16 for the first column, 1.60 for the second column 
and 2.28 for the third column? A. It is not my idea 
that the averages mean a thing as far as comparing the 
different enterprises or types of enterprises because it 
all depends upon how many shares are outstanding. 

If a company happens to have a comparatively small 
num- [346] ber of shares outstanding then the cash divi¬ 
dend per share will be a large number of dollars but if the 
company were to declare 100 percent stock dividend 
then the amount would fall by half if the dividends are 
adjusted accordingly so I do not think that the averages 
as between the two are significant. 
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Q. No, but it does, to that extent, does it not, 
vitiate the whole exhibit because that characteristic ap¬ 
plies to all the companies in a degree that no one knows 
and without any way of weighting it? A. The only pur¬ 
pose of this is to show how much more stable the cash 
dividends in the public utility column are than in the 
other two columns. That is apparent on the face of the 
exhibit, I would say. 

Q. Is it also not true that due to many causes that 
the cash dividends which are paid on public utilities 
have suffered a steady decline since 1929 and 1930? 
A. 1931 seems to be the top point. 

Q. And 1931, whereas the other companies, since 
1929, 1930 and 1931 have shown, except for the period 
at the bottom of the depression, a generally higher level 
of earnings particularly in the case of rails? A. As I 
pointed out the other day, the industrials went into a 
great slump in 1938, went off from $2.10 to $1.35 in one 
year. 

[347] Q. Is it not also true, putting it another way, 
that the point you have referred to, namely, the relative 
stability of the returns on the utilities securities also 
does show a fairly steady and, on the whole, general 
progressive decline? A. There is only 5 cents difference 
between 1935 and 1945. 

Q. But the returns in the first 5 years, for instance, 
as contrasted with the returns in the last 5 years show, 
on the average, quite substantial reductions? A. Yes, 
the utilities did very well during the period of the de¬ 
pression. 
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Mr. Goldberg : Mr. Robinson, do you mind giving 
me the averages for the three columns? 

Mr. Robinson: I just had them added up. I am not 
sure they are correct. I want him to be sure about that. 
This was done last night and I am not sure it is correct 
but for the first column it is 2.16, 1.60 in the second 
column and 2.28 in the third column. 

Mr. Goldberg: Thank you. That is a straight 
arithmetic average, is it? 

Mr. Robinson: Yes. 

Mr. Goldberg: It is not weighted? 

Mr. Robinson: No. Of course, the word “weighted” 
is used in an unusual sense. 

[348] Mr. Goldberg: But you did not weight the aver¬ 
age. You merely added up the number of figures and 
divided? 

Mr. Robinson: Yes. 

By Mr. Robinson: 

Q. Turning to Exhibit 26, can you state how many 
of the companies which are listed here as gas companies 
are natural gas producting companies? A. Are you re¬ 
ferring to the seven gas companies? 

Q. That is right. A. It may be that East Ohio 
Gas and Southern California Gas are companies that 
produce some gas. Otherwise, I do not believe there are 
any that are producing companies. 

I 

Q. Of course, the East Ohio Gas Company is 
essentially a distributing company? A. Yes, that is 
correct, sir. 
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Q. So that there are none of those companies, as 
far as you know, that are not primarily gas distributing 
companies, either of manufactured gas or natural gas? 

A. That is correct. 

Q. The three natural gas companies that you have 
referred to and which you identify in the exhibit, I 
take it, are all distribution companies? A. Lone Star 
certainly is a producing company as well as a distribut¬ 
ing company. 

Q. You identify it primarily as a distribution com¬ 
pany? [349] A. Yes, I think that is a fair statement 
though it is described in the sources as being produc¬ 
ing, distributing and transmitting company but this is 
copied as it is from Moody’s Manual. I made no changes 
in this exhibit as far as headings are concerned. They 
write in three distribution, two pipeline companies, just 
as is shown there so I am taking their classification. 

Q. And I assume by the words “corporate balances 
available for preferred and common dividend” you mean 
earnings available after payment of all operating ex¬ 
penses and bond interest? A. That is correct, and taxes. 

Q. Yes, all operating expenses. A. Yes, that is 
right. 

Q. Have you any knowledge as to what changes 
took place in the plant accounts of these companies in 
the 14 years that are shown in the exhibit? A. No, I 
have not. 

Q. This exhibit gives no relationship between earn¬ 
ings and plant account? A. No. This is simply in terms 
of dollars available for the preferred and common divi¬ 
dends not related to the net worth of the company or 
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what might be construed as a rate base or anything of 
that sort. There are no percentages on this exhibit. It 
is just dollars. 

[350] Q. In other words, it discloses no information] 
which would throw any light on return, as such ? A. Not 
on rate of return. 

Q. Not on rate of return? A. Yes. 

Q. That is right. A. Except as return is one of 
the factors of rate of return, I might amend. 

Q. What is that? A. Except as return is one of 
the factors of rate of return. This gives the first figure 
but we do not have in this exhibit a special figure to 
which it can be related to give a percentage. 

Q. Turning to the group of companies first listed 
as electric and gas, you do not give us a list of the names 
of those companies. Could you give us those? A. I do 
not have them here. I can supply them. 

Q. Does it not also appear there that the same 
trend which was pointed to in your Exhibit 25 as taking 
place with respect to the corporate balances available 
for preferred and common dividends of those 13 com¬ 
panies, taking the peak of return that was reached in 
1931 and 1943? 

In other words, the trend in that respect has been 
steadily downward? A. It has decreased since 1934 less 
than 5 percent so [351] I would say it is pretty stable. 

Q. Yes, but comparing the first five years of the 
tabulation with the last five years, the comparison, of 
course, shows that the over-all return is substantially 
reduced? A. I never denied that the utilities did very 
well in the early Thirties. 
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Q. And turning to the seven gas companies, first 
of all I want to call your attention to the fact that those 
gas companies show considerable more fluctuation than 
the electric and gas companies, is that not true? 

A. Yes. 


Q. In other words, they showed substantial reduc¬ 
tions in income in 1935 and 1936? A. Yes, I would say 
that that would be expected because several of those 
companies are manufactured gas companies and manu¬ 
factured gas companies have not been faring as well as 
the natural gas companies. 

Q. So far as that gas business goes, it does not 
show the same degree of uniformity of stability that 
you refer to that the electric companies do? A. That 
is correct because this is a combination of natural and 
manufactured gas companies. 

Q. And is it not also true that taking the first two 
years, 1929 and 1930 as the high years of the corporate 
bal- [352] ances of the seven gas companies, that again 
you have a steady decline and that the actual amounts 
received in 1943 are only about three-fourths of that 
received by these companies in 1929 and 1930? A. That 
is correct. 

Q. And is it not also true that the plant accounts 
of these companies have materially increased during 
those years? A. Well, the rate base of the companies 
might have decreased because you have cumulative de¬ 
preciation through the years which would have to be 
subtracted though I do not know that the companies 
had a larger net investment at the end than they had at 
the beginning. 
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Q. In other words, you have no present knowledge 
on the question? A. As a matter of fact, I do have 
some figures. I would have to call them from memory 
at the present time. 

Q. I think maybe you had better check them be¬ 
cause I realize what you are saying is both plus and 
minus and the ultimate answer is one that would only 
be revealed by the figures. A. Yes, I would be glad to 
do that. 

Q. Take the two pipe line companies which are the 
El Paso Natural Gas Company and the Northern 
Natural Gas Company in which you show the operations 
from 1934 to 1943. Do [353] you know anything about 
the change in the plant account of those two companies? 

A. No, I cannot give any figure on that. 

Q. Would you look that up also? A. Yes, surely. 
Would you like it on the three distribution companies, 
so-called, or only on the two pipe line companies? 

Q. Well, you might as well, if you will, just get the 
whole story. 

Professor Knappen, will you turn to Exhibit 27? 
First of all, I would like to ask you a general question 
with reference to all three exhibits, namely, are these 
exhibits generally similar to those which you previously 
offered in the case of United Fuel Company? A. The 
first two are very similar. The third is on the same 
pattern but using different companies here than were 
used in the United Fuel Gas case. 

Q. And why did you use different companies? 
A. Because this appeared to be a case of the companies 
being more producing and transmitting companies so 
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that I have tried to use the companies that I thought 
were most comparable. 

In the case of United Fuel, you had all sorts of 
phases of the business. You had the production, trans¬ 
mitting and distribution to a greater extent than here. 
[354] The Pittsburgh & West Virginia and Kentucky 
West Virginia were, strictly speaking, not distribution 
companies. 

Q. You have these companies listed as “transpor¬ 
tation companies.” Is that the major characteristic of 
them? A. Primarily transporting gas—may I hear the 
question again, please? 

(Whereupon, the reporter read the last question.) 

The Witness: I would say for Pittsburgh & West 
Virginia and Kentucky West Virginia that is correct. 
They are primarily transporting companies. 

Q. You mean to consider Kentucky West Virginia 
Company as a transporting company? A. Well, of 
course it produces the gas too. If you want to divide 
them and say that Pittsburgh & West Virginia is pri¬ 
marily a transporting company and Kentucky West 
Virginia both produces and transmits, that is all right, 
too. 

Q. But you would identify both of those companies 
as primarily transportation companies? A. I am think¬ 
ing of it in connection with the total business and I do 
not know that classification or the naming of companies 
is so terribly importantly. People are constantly quar¬ 
reling about whether this company is primarily a dis¬ 
tribution company or primarily a transmitting company 
and most companies have all three phases, as in this 
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case, each one of the companies has some retail busi-j 
ness, as I read [355] into the record the other day and, 
of course, Kentucky West Virginia produces— 

Q. (Interposing) Well, of course, there are cer¬ 
tain companies which definitely identify themselves as 
pipe line companies or transportation companies. How 
many of these companies that you have listed here in 
these six companies would you say were primarily pipe 
line or pure transportation companies? A. Usually it 
is pretty hard to distinguish between producing and 
transmitting unless you have a company like Tennessee 
Gas and Transmission Company that buys the gas from 
the Chicago Corporation and then delivers it to another 
company. There you have 100 percent pure transmis- j 
sion company or approximately so but, in these cases, | 
most of the companies have an interest in producing 
gas and an interest in transmitting the gas. 

Q. But you are not able to identify which one of ! 
these companies is at least, say, 90 percent pipe line 
companies? A. I cannot give the percentages of dis¬ 
tribution, transmission and production for each one of 
the companies, no. 

Q. You listed them as transportation companies. } 
Was that listed in accordance with the source of the 
information? Was it so listed in the source of infor- J 
mation? A. No, this table is compiled independently j 
of any source other than the Moody’s Manual so that 
the figures are [356] not copied out of any one page and 
this is simply our own nomenclature. 

Q. The sole source of the information is Moody’s | 
Manual? A. That is right, except for the calculation 
of percentages and the addition of the figures, but the I 
original source is all in Moody’s. 
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Q. I notice in this exhibit that you have, in ad¬ 
dition to giving the matter of the balance for dividends 
for these six companies also given a net worth. I as- 
assiimfi that was done because that information was 
available from Moody’s. A. We compiled it from 
Moody’s, yes. It is not available and the figures are 
given there but we had to take the six different com¬ 
panies and add up the figures to get a total for the six 
to meet the objection that was raised to the previous 
case when nothing was available as to the net worth of 
the companies but the previous page was merely a copy 
of what was found in Moody’s and here an attempt was 
made to indicate what the net worth of those com¬ 
panies is. 

Q. Looking at this exhibit as throwing some light 
upon the question I asked you a while ago as to changes 
in the net worth of the companies and looking at it from 
the six companies from 1933 on, does that start with 
1933? A. The six companies start with 1933, yes, sir. 

Q. I take it then from there on it is comparable. 
I note that the net worth of the six companies in 1933 
was [357] $203,222,083 and that the net worth in 1944 
was $225,765,242 or an increase, in round figures, of 
something over 10 percent. Would you say that that 
would be fairly indicative of the probable increases in 
net worth of the companies in the other exhibits? A. I 
do not know what other companies you are referring to. 

Q. I mean those that I asked you about before 
where we were inquiring about whether or not the bal¬ 
ance sheets of the companies had changed or the invest¬ 
ments had changed during the period of the exhibit. 
A. I think the natural gas has gone much faster than 
the manufactured gas or the electric industry so that 
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I would think that these figures were not indicative-of 
what the rate of growth has been in the other field. 

Q. In other words, your thought is that this doei 
not throw any light on the question I asked you a littl^ 
while ago? A. Not on the dollar investment in the 
seven gas companies or in the 13 electric and gas comj 
panies. At least, it throws very poor light on that. It 
is very superficial for that purpose. 

Q. Have you prepared any data at all which is 
related solely to a natural gas production company? 
A. No. 

******* 

[379] Further Cross-Examination. 

By Mr. Robinson: 

• #**#*• 

[385] Q. Mr. Knappen, in previous discussions relating 
to various kinds of natural gas companies, we referred 
to natural gas producing companies and to natural gas 
pipe line companies or to pipe line companies. Would it 
be your opinion that the return for each of those types 
of company would be the same or would they be differ¬ 
ent? A. They might vary and probably would vary. 


Q. In what way? A. I think distributing com¬ 
panies— 


Q. (Interposing) No, I am asking about produc¬ 
ing companies and pipe line companies. 


A. Well, it is very difficult to generalize, of course. 
You may have a pipe line company that is so new it 
does not even show in the 1944 Moody Manual and in that I 
case, their credit would not have become as established 
as it would if it had been established longer, so it would 
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be difficult to generalize if you compared that brand-new 
pipe line company with an old established pipe line com¬ 
pany or an old pipe line company and a new producing 
company and it would depend on how they were located, 
how far from the markets, what the contractual relation¬ 
ship was that they had with the pipe line and what the 
contractual relationship is of the pipe line with [386] the 
distributing outlets. 

There are many, many factors that would enter into 
an appraisal as to whether a particular pipe line would 
have better credit rating than a particular producing 
company. 

Q. Then as I understand, the net result is you 
would not be inclined to compare pipe line company re¬ 
turns with producing companies at all? A. Most pro¬ 
ducing companies are transporting or transmitting com¬ 
panies, too, to a great extent. 

Q. Yes, I understand many of them have these 
characteristics in varying degrees but looking at it from 
the point of view of a 100 percent producing company 
and a 100 percent pipe line company, would you consider 
that the rate of return for one would be an index of the 
rate of return for the other? A. I think if you had com¬ 
panies that were not producing and tran smi tting com¬ 
panies— 

Q. (Interposing) No, answer my question. 

Mr. Booth: Will you read the question? 

(Whereupon, the reporter read the pending ques¬ 
tion.) 

The Witness: There are so few 100 percent pipe line 
companies that are exclusively pipe line companies that 
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I think it would be meaningless to try to state what 
credit rating a 100 percent pipe line company would have 
as compared with a 100 percent producing company. 

[387] By Mr. Robinson: 

Q. Then you do not think you can answer the ques¬ 
tion? A. I do not think I could give a significant answer 
to that question. 

Q. Would you think that the characteristics of a 
pipe line company might be very materially changed if 
it had long-term contracts which assured high load fac¬ 
tors for long periods of time? A. Surely all those fac¬ 
tors enter into a credit rating. 

Q. Would such a situation be a good deal better for 
a seasoned company than for one which did not possess 
such contracts? A. Naturally that is an advantage, if 
a company has firm contracts for the sale of its gas. 

Q. And that would very materially alter the entire 
picture, would it not? A. My original answer, I think, 
is adequate to your question. 

Q. Mr. Knappen, will you turn to page 165 of the 
record? I direct your attention to the statement at the 
bottom of page 165 and the top of page 166. 

“This indicates that the public is trading the 

bonds on about a 3-5/8 percent basis, that is, even 

though they are callable at 104-5/8 next July the 

[388] public is paying very close to 108 for them 

yj 

now. 

I will ask you how you arrived at the conclusion the 
public is trading the bonds on about a 3-5/8 percent 
basis, that is, even though they are callable at 104-5/8 
next July the public is paying very close to 108. A. 
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By use of the conventional bond table books. I do not 
have mine with me this morning but I used the regular 
books put out by the Financial Publishing Company giv¬ 
ing the yield on bonds and taking into account the length 
of time they have to run until maturity. 

Q. In other words, you do not translate that into 
a straight arithmetical ratio? A. I used the most ac¬ 
curate method known which takes into account the de¬ 
cline in value as the bond approaches maturity, what is 
called the “true yield of bonds.” 

Q. You have not weighted this answer to the char¬ 
acteristic you mentioned later, the callable price? A. No, 
I have indicated that if it ran to maturity it would yield 
3-5/8. If I figured to call date it is yielding less than 
nothing now because the people are paying around 108 
and they are likely to lose 3-3/8 dollars per hundred in 
30 to 60 days depending on the call date and the notice 
date if they should buy it today at 108. 

The interest on 4-1/4 percent bonds for 60 days is 
about two-thirds of one percent which would be about 
$7 a [389] thousand. They would lose here $33—let’s 
see—about $37. They pay $1,080 to get $1,042.62-1/2 
and they would lose around $28, if my arithmetic is 
correct or roughly around $30 if the bonds were called in. 

They will only get interest of a very small portion 
of that $30 in the meantime so they stand to lose a great 
amount of dollars. What they are doing, they are taking 
a risk. They are betting the bond will not be called at 
that time but they would get less than no interest what¬ 
soever net if the bond should be called. 

Q. My only question was directed to the question 
as to whether or not, in your determination of the 3-5/8 
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percent, you were giving any judgment figure on the 
effect of the call of the bond, that is what 1 had in mind. 
A. I am giving the company the benefit of the doubt. If 
I wanted to, I would indicate at the call price and I would 
indicate that the people were buying it on less than no 
interest basis and that would indicate the company had 
wonderful credit. 

Q. In your further consideration of the approach 
to the determination of rate of return, beginning on page 
167, you refer to the prices at which the securities of 
the company were selling and in answer to a question 
of an assumption of the 50 percent bonds and 50 percent 
common stock you stated, “With the bonds paying 3-1/2 
percent and the stock [390] earning, say, 7.67 percent, 
“you were asked what would the rate of return need to 
be on the company’s investment to cover these rates of 
3-1/2 and 7.67 percent respectively. 

You answered that, on page 168, as disclosing a 
return of 5.59 percent as reflecting the average return 
on the bonds and stock and I assume from that you 
drew the conclusion that 5.59 percent was a reasonable 
rate of return, is that correct? A. I said if the com¬ 
pany’s bonds were sold or were selling on a 3-1/2 percent 
basis and stocks were selling on 7.67 percent basis that 
5.59 percent would be a fair rate of return for a company 
whose rate base was made up 50 percent of bonds and 
50 percent of stock. 

Q. And that would be a reasonable rate of return 
for that company? A. That is correct. 

Q. And that would be a reasonable method of ap¬ 
proaching the method of determining what was a reason- 
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able rate of return? A. I think it is a very exact 
method, to the fraction very close. 

• •••••• 

[396] Q. Mr. Knappen, if you were to make a similar 
calculation based on the same approach we have just 
referred to which produces the figure of 5.59 which you 
have referred to as a reasonble rate of return to the 
Philadelphia Company and if you were to make that 
calculation for the year 1944 upon the assumption of 
using the average of the prices at which the common 
stock sold and by that average I mean the low and high 
and similarly for the bonds and found that the average 
price in 1944 of the common stock showed a low of 8% 
percent and a high of 11% percent and showed, for 

[397] the bonds, a market price of a low of 105% and 
a high of 109% or an average of 107% for bonds and 
10 3/16 for stock and that the earnings of the company 
in the year 1944 were 92 cents as you have testified to 
and that they found that that average, as stated on the 
same approach, resulted in a figure of 6.47 percent re¬ 
turn, would that influence your judgment in testifying 
as to what was a reasonable rate of return for the Phila¬ 
delphia Company in the year 1944? A. Not a particle. 
I cannot think of anything less important. 

Q. Does that make your other testimony also less 
important? A. Not at all. I was talking in terms of 
market valuations and we are talking here of rates for 
the future and the present bond prices and the present 
stock prices are the very best evaluations of the entire 
market representing all the people in the country in 
rating stocks and bonds as to the prices of those securi¬ 
ties for the future. 
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Therefore, their present evaluation takes into j 
account everything that they can think of that is likely 
to happen that will affect the market price of both the 
bonds and the stocks and that is the attitude of the 
country today prospectively. What it was in 1942 
right after Pearl Harbor or at a time when we were 
having brown-outs or blackouts or [398] lack of various 
fuels here and there and the alterations in business 
practices that no longer occur have no bearing whatso¬ 
ever upon the future marketability of the securities of 
the Philadelphia Company so that I would say that the 
past prices ought to be ignored as being insignificant 
and not significant for the purpose just as the court 
said in the Knoxville Water case that the past experi¬ 
ence was of no consequence unless it was clear that the 
future was going to be like the past. 

I think it is very clear to everybody here that there 
is no reason to think that the future is going to be like 
the past. 

Q. Similarly, if you approached the question of 
1943 and found that the price of common stock ranged 
from a low of 5 to a high of 9 J / 2 or an average of 7*4 
and that the bonds ranged from a low of 96 to a high of 
107or an average of 101% and that the earnings for 
that year were $1.10 per share and you found that, as a 
result of that, it showed an average return on an assump¬ 
tion of 50 percent stock and 50 percent bonds of 9.67 
percent, would you still adhere to the idea that the only 
time to test the question was the time that you selected? 
A. I think at the present time there is no better judg¬ 
ment as to future prices than the market at the present j 
time indicates. I know in the Pepco case, Washington 
Gas Light [399] Company put in figures of averages of 
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prices over a period of five years and included figures 
running into 11 and 12 percent back in 1942 and 1943 
and they averaged those in to indicate what the average 
return ought to be. I think that is perfectly improper 
and you use averages when you do not have something 
better to go by and when you think it is likely that the 
figures are revolving around a norm but there is no 
reason to think that the stock prices here are revolving 
around a norm. 

If people thought present prices were high and they 
were likely to be somewhat lower in 90 days or six 
months from now or a year from now, they cannot wait 
for 90 days from now or six months or a year from now 
to revalue the securities. They immediately start to re¬ 
value them now so the present prices represent the very 
best estimate that the whole market can make of the 
future prices of the securities. 

If a stock were selling today at 100 and a person 
thought it was going to be 90 six months from now the 
smart thing would be to sell it short. If they thought it 
was going to be 110, the smart thing would be to buy it 
right away. It won’t stay at 100 until the last day of 
the six months and then suddenly jump on that 180th 
day to 110. That is the way the market moves so that, 
as far as anybody can see, there is no advantage in buy¬ 
ing or selling [400] at a price higher or lower than the 
present. 

The present prices reflect the total judgment of the 
people buying and selling in the market. 

Q. Do I understand then that the particular date 
that you selected for the prices, that the prices which 
you found on the common stock of Philadelphia Com- 
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pany were a sufficient yardstick or basis of measurement 
to determine a proper rate of return come good times, 
come bad times, come depressions? A. No, the figure 
ought to be used by the Commission at the latest possible 
date that they can make use of. If they can make use 
of a figure supplied later in the hearing that would be a 
better figure if it is any different from the present one 
but the most recent one is the best estimate at the time 
that could be made. 

Q. You leave the Commission with the understand¬ 
ing that you can select a selling price at a given day or 
a given short range related to time of hearing and from 
that draw the answer for a proper rate of return for all 
time? A. No, future prices are just as likely to be 
higher as lower. They are what they are today. 
Whether they are going to be higher or lower, I do not 
know nor does anybody else know. Therefore, the 
present prices are the best knowledge which is available 
as to what the future prices are going to be and I see 
no reason to use an average when [401] you are adding 
in past figures that are based upon conditions that no 
longer obtain. 

Q. One more question, Mr. Knappen. A. I am 
speaking from a market standpoint. I am expressing 
the view of the people trading in the market as to the 
value of future and past and present figures, that the 
past figures are inconsequential largely in trading in a 
market 

A fellow who is buying and selling securities pays 
very little attention to what is over the dam. He is in¬ 
terested in what is the present and in so far as he can 
find out, what would be the future. 
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Q. One more question. Then the assumption of the 
basis that you used of 50-50, you spoke of that as having 
been used by the Securities and Exchange Commission. 
You mean by that that they applied uniformly an over¬ 
all average basis of approach of using 50 percent of 
bonds and 50 percent of stock? A. No, but they seemed 
to recommend and they talked of the advisability of hav¬ 
ing a 50-50 condition between stocks and bonds. I in¬ 
dicated in my testimony in the United Fuel Gas case 
that I did not think that was necessarily the best policy 
in the long run for the utility consumers. 

The SEC is operating on the basis of trying to keep 
the companies out of bankruptcy and that 50-50 division 
may [402] effectuate that objective and is a perfectly 
legitimate one but, on the other hand, if the company 
would borrow 3 percent for 75 percent of the capital 
rather than 50 percent, it might be a net saving to the 
customers in the cost of money by having a larger pro¬ 
portion of bonds. 

Municipalities are financing their utilities by 100 
percent bond. They are selling them without any re¬ 
course to the property covered by taxation. They are 
selling what are called revenue bonds that are secured 
only by the income of the municipally and publicly owned 
enterprise. If they could sell 100 percent bonds at one- 
quarter of one percent higher than they would pay on 
tax secured bonds, in other words, get 2*4 instead of 2*4 
percent then there would be a net saving to the general 
public through a large use of bonds so I took a 50-50 
position there merely as a hypothesis but not necessarily 
the best one for the rate payers. 

Q. If the hypothesis of 50-50 is one that is in gen¬ 
eral and normal use for the average corporation, would 
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you consider that it should be applied to a business suck 
as the producing of natural gas which is, in effect, min¬ 
ing business and dealing with wasting assets? In othdr 
words, could you have such a proportion of bonds there 
as you would have in a normal operation of the business 
that is in continuous and probable permanent business 

[403] Would you think the same ratio would apply to j& 
company engaged in wasting assets? A. I did not no¬ 
tice from the history of these companies that they had 
been in any jeopardy. It appeared to me that they had 
had pretty consistent earnings records so that when an 
allowance is made for the rates that are set for the de¬ 
pletion of the wasting asset and depreciation of all of 
their physical equipment before you even set the ratk 
of return, I think that there is no great risk in having 
a 50-50 division. 

Q. You think that is true when it has been a mas¬ 
ter of experience when those estimates of depletion are 
often in error, too low or too high? A. Yes. In the 
United Fuel Gas case in 1924 the court said if the proji 
erty is entirely depleted by 1944, the company still will 
probably have some salvage; it can probably can sell 
its pipes for some purpose or other. And here is 194!) 
and I haven’t heard that United Fuel Gas Company is 
offering their pipes for sale. It seems that they have 
another source of gas and they sire going to keep on iiji 
business a few more years. 

Q. I sun merely sisking you whether those com¬ 
panies that had smother and added element of uncer¬ 
tainty, such as exists in producing companies, you would 
still consider that 50-50 basis would necessarily apply? 

[404] A. Mr. Fleger testified that Kentucky West Virl 
ginia Company has adequate reserves for smother 35 
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years. That will take care of the present investment 
safely, I would say, for a considerable period to come 
without even going outside of their own properties be¬ 
cause the Kentucky West Virginia Company is produc¬ 
ing over 28 million M. c. f. of gas and that is almost the 
same amount that Pittsburgh and West Virginia is sell¬ 
ing to Equitable Company in Pittsburgh. 

Q. Would you think that the characteristics of the 
fact that you are mining your assets would have any 
bearing upon the length of the life of the bond? A. My 
brother is a geologist with the Gulf Oil Company and I 
have heard him, for 25 years, telling about how they 
only had about 15 years more of oil in the ground and 
then it would be completely run out. That has been 
going on all this time and every time they would make 
a new estimate it turns out that it is just about the same 
number of years they had when they made the last 
estimate. 

They are always finding just about what they 
have used. I have had an occasion to check back into 
1880 and I found out it went back that far. It is 
always a constant number of years that the supply is 
available and I am very pessimistic about believing 
these estimates as to how the resources are going to 
disappear in a given number of years. 

Q. In the light of the opinion of geologists who 
would [405] presumably know something about the sub¬ 
ject, don’t you think it would probably have an effect 
on the number of bonds they would be willing to buy? 
A. I am inclined to think that they would take the his¬ 
tory of the company as being more valuable than the 
estimates of geologists at any one time. In thin case, 
they have been proven wrong every time. 
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Q. Your concept is the public would set aside the 
opinions of the geologists and risk their money on the 
gamble they had been wrong in the past? A. That 
would indicate we have never run out of reserves yet 
and there are even public statements by people in the 
gas fields within recent times indicating that our gas 
reserves are not going to disappear so quickly. 

******* 


[408] Re-Direct Examination. 

******* 
[4.1.2] By Mr. Booth: 

Q. Dr. Knappen, taking up this conclusion of yours 
with respect to the fair rate of return, more specifically 
the reference to the 5.59 percent, did you intend to con¬ 
vey the impression that the fair rate of return for this 
company should be exactly 5.59 per cent or did you have 
a range in mind when you testified? 

Commissioner Smith: When you say “this com¬ 
pany”, Mr. Booth, to what do you refer? 

Mr. Booth: I meant with respect to the two com¬ 
panies under consideration in this proceeding, or in¬ 
volved in this proceeding. 

»**•**• 

The Witness: I thought I made it clear that 5.59 
was the outside limit, and I took that figure as a result 
of [413] consideration of all the circumstances includ¬ 
ing the market figure for the bonds and the stock, and 
that the market figure for the bonds was limited in its 
propriety because of the fact that it was held down by 
the call feature, and if it were not for the fact that the 
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bonds were callable at a price below that at which they 
are presently selling, the bonds might very well sell at 
3 percent instead of at 3% basis as they presently sell, 
if you figure to maturity. Therefore, my comment was 
in terms of the maximum and it would have a range 
below that, anywhere from 5 to 5.6. 

By Mr. Booth: 

Q. That return should be computed upon the net 
investment as shown in the exhibits in this case. Is that 
correct? A. Yes, that is right. 

******* 


[527] DONALD B. BEECHER, was duly sworn as a wit¬ 
ness and testified as follows: 

Direct Examination 
By Mr. Robinson: 

Q. Will you state your full name and address? A. 
My name is Donald B. Beecher; I live at 2604 Seminole 
Avenue, Ashland, Kentucky. 

Q. What is your present position with the Ken¬ 
tucky [528] West Virginia Gas Company? A. I am 
operating Manager. 

Q. What has been your previous association with 
that company? A. On September 1st, 1942, I was ap¬ 
pointed as Assistant to the Vice President in charge of 
Operations of that Company. On March 1, 1944, I was 
appointed as Operating Manager. 

Q. Now will you state briefly your education and 
your experience in connection with that business? A. 
I completed my formal education at Ohio Wesleyan 
University in 1923, and at Carnegie Institute of Tech- 
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nology in 1925, receiving a Bachelor of Arts degree from 
Ohio Wesleyan and a Bachelor of Science degree from 
Carnegie Institute. On June 14, 1926 I entered the em¬ 
ploy of Equitable Gas Company and Pittsburgh and West 
Virginia Gas Company in Pittsburgh, Pa. The title of 
my position at that time was “Field Man and Chief Meter 
Inspector”. I remained in that position until January 
1st, 1928. 

During that period it was necessary for me to 
learn some of the rudiments of the natural gas busi¬ 
ness, to review my physics, and other sciences, which 
related to the study of natural gas. It was necessary for 
me to perform a considerable amount of field work in 
connection with the drilling of new wells by the Com¬ 
pany, the drilling of wells by other producers from whom 
we were purchasing gas, the various items with regard 
[529] to gas measurement, and other factors of this 
same character. 

On January 1, 1928, I was promoted to Supervisor 
of Gas Measurement, and held this position until Au¬ 
gust 5, 1935. During this period I supervised the 
employees whose duty it was to determine the amount ] 
of gas passed through various company meters in¬ 
cluding the amount of gas purchased, the amount of 
gas produced, the amount of gas measured at the various 
measuring stations, and the amount of gas sold to con¬ 
sumers in wholesale quantities. 

During this period also it was necessary for me 
to design new orifice meter settings, to work out vari¬ 
ous plans of maintenance and repair of orifice meters. 

It was necessary for me to direct the work of testing 
the large transmission lines and large field lines for 
leakage. 
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During this period I also made various independ¬ 
ent engineering studies on matters such as unaccounted 
for gas, gasoline recovery plants, gas storage, and other 
various related subjects. 

For a period of about six months I was acting as 
Supervisor in the distribution system in the burroughs of 
Etna, Millvale, Oakmont, Torrantum, Verona. 

During this period I had charge of all distribution 
work, comprising the installation of service lines, in¬ 
stallation of main lines, the work on consumers meters, 
and other work of this character in a distribution sys¬ 
tem. 

[530] On August 5,1935 I was appointed as Acting Dis¬ 
tribution engineer and shortly after that time was made 
distribution engineer. In this capacity I had direct su¬ 
pervision over the engineering work preliminary to, and 
in conjunction with exchanges, extensions of pipeline 
systems, for the above companies. This work included 
the making of surveys, maps, and other records. 

On September 1,19371 was made Asst, to the Valu¬ 
ation Engineer, and as such assisted in the supervision 
of making an inventory of the properties of Equitable 
Gas Company and the Pittsburgh and West Virginia 
Gas Company. I held this position until May 1,1940, at 
which time I was appointed to the position of gas 
engineer. 

In this capacity I made an engineering study of the 
most feasible method of obtaining the gas which Pitts¬ 
burgh & West Virginia Gas Company was, at that time 
buying from Kentucky West Virginia Gas Company, and 
in this study I recommended that the Pittsburgh & West 
Virginia Gas Company inatal a transmission line to the 
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Kentucky State Line for the purpose of obtaining this 
gas. 

The total capital expenditure which was recom¬ 
mended was something in the order of $6,000,000.00. 

On September 1,1942 I was appointed to the position of 
Assistant to the Vice President in charge of Operations 
of Kentucky West Virginia Gas Company, and at that 
time moved to Ashland, Kentucky. As such [531] I was 
placed in charge of the majority of the construction 
and operation of the Company. 

On March 1, 1944, I was promoted to Operating 
Manager of Kentucky West Virginia Gas Company, and 
as as such, under the direction of the vice president in 
charge of operations, of entire charge of the construc¬ 
tion, operation and maintenance work of this Company. 

• ••*••• 

I 

[533] Q. Now will you briefly describe the functions 
of the Kentucky West Virginia Company and its prop¬ 
erties, and give a summary of those properties? A. The 
Kentucky West Virginia Gas Company is a natural gas 
producing company, engaged in the production of natural 
gas primarily for sale in wholesale quantities to its affi¬ 
liated companies, Louisville Gas and Electric Company 
of Kentucky and the Pittsburgh & West Virginia Gas 
Company. 

i 

******* 

[535] As of December 31, 1944, the Company had 
969,049.65 acres in gas rights owned in fee or under lease. 

786,914.46 acres of gas rights were own in fee, and 
162,135.19 acres of gas leases. Of the above total ap¬ 
proximately 186,586.12 acres have been considered to be 
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operated, and the remainder of 782,463.53 acres to be 
nnoperated or leased to other companies. 

As of December 31, 1944, the company owned 979 
productive gas wells and 30 oil wells, and operated and 
owned approximately 785.2 miles of gas pipe lines, and 
approximately 8.24 miles of oil pipelines. A total of 
27.9 miles out of the above total have been classified 
as transmission lines. 

Q. Will you give us the number of productive gas 
wells that have been drilled in the last five years, classi¬ 
fied accordingly to years? A. The number of new gas 
wells—new productive gas wells drilled and classified, 
are as follows: 

[536] 1940, 35 new productive gas wells. 1941, there 
were 109. 1942 there were 103. 1943 there were 72. 
1944 there were 87. 

Mr. Goldberg: Are all of these productive, that you 
have mentioned? 

The Witness: Yes, sir. 

**■****•♦ 

[547] By Mr. Robinson: 

Q. Now Mr. Beecher, proceeding to another sub¬ 
ject, I would like to take up the question of natural gas 
production, particularly with respect to the problems of 
the Kentucky West Virginia Gas Company. Will you, 
first of all, generally describe the nature of the problems 
and responsibilities of a natural gas producing company, 
particularly as applied to the problems with which the 
Kentucky West Virginia Company is [548] faced? A. 
The primary duty of a natural gas production company 
is to provide a firm and dependable supply of natural 
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gas to its customers, in such amounts and at such times 
as the customers may demand, in accordance with agree¬ 
ments which have been made between the buyer and the 
seller. 

In a natural gas production company, this re¬ 
solves itself into the problem of not only operating its 
existing pipelines and compressor stations, and other 
facilities, but also to carry on a construction program 
of such magnitude so as to drill additional new wells, to 
install additional well connecting lines, and other pipe- ! 
lines, and possibly to install additional compressor sta¬ 
tion units, or additional compressor stations, as required 
by such demand. 

The natural gas business, or natural gas pro¬ 
duction business, is particularly different from the 
electric industry or the manufactured gas industry 
in that the enterprise consists of producing a wasting 
asset, in that the product sold cannot be replaced except 
from new discoveries. This same factor takes place in 
the removal of coal or iron ore, rock, or some of the other 
mineral resources, but natural gas has one definite 
physical characteristic which the other natural resources 
do not have, in that it has a capacity of infinite expan¬ 
sion, so that once the gas is discovered, it is lost unlpgg 
it is properly contained. 

[549] The production of natural gas is an enterprise 
which is based on a wasting asset. In other words, 
each cubic foot sold by the Company is not presently 
being replaced, except by going out and discovering new 
territory under which the gas is to be found. 

While the electric and the manufactured gas in¬ 
dustry provide their service, the electric service or the 
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manufactured gas service, by converting the energy in 
coal and coke to the energy of manufactured gas or 
electricity, when the supply of a natural gas company is 
exhausted, or as the supplies of various wells are ex¬ 
hausted, the natural gas company has no other resources 
but to add more capital expenditure to the money which 
they have already spent. In those particulars it is differ¬ 
ent from the other industries. 

******* 

[558] Q. What have you to say, Mr. Beecher, as to the 
general nature of the problems of the discovery of gas 
in the Eas tern Kentucky field, as to its characteristics? 

Mr. Goldberg: Do you mean at present, Mr. Rob¬ 
inson? 

Mr. Robinson: At the present and during its de¬ 
velopment, yes. 

A. The dr illin g of new gas wells in the develop¬ 
ment of a natural gas production property is a ven¬ 
turesome and speculative industry in Eastern Kentucky. 
As an example of that fact, during 1944, the Company 
drilled 87 productive wells, and 10 dry holes; but out of 
the 87 productive gas wells, that is those that were 
called productive gas wells, and classified as such, 23 
of those gas wells had an average open flow of approxi¬ 
mately 60,000 cubic feet per day. 

By Mr. Robinson: 

Q. What has been your experience with regard to 
the matter of percentage of dry holes drilled, particu¬ 
larly in recent [559] years? A. From the records of 
the Company it appears that, from the beginning of 
the Company, there were approximately 8% of the 
total new wells drilled which turned out to be dry holes. 
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| 

However, in recent years—during the last four-year 
period—that average is approximately 12%% rather 
than 8%. 

| 

Trial Examiner: Are those shallow wells, or deep 
wells? 

The Witness : We have several formations from 
which gas is obtained in Eastern Kentucky. The average 
depth of the wells which we now have is approximately 
2,850 feet. They range from possibly 600 feet deep to 
possibly as high as, I believe, 4,500 feet or thereabouts. 
The majority of them are around 3,000 feet, and the 
average is 2,850. 

Of course if we strike a productive formation, or 
when we do strike a productive formation which pro¬ 
duces gas, and it is considered to be in commercial quan¬ 
tities, we stop the well, and we do not drill clear through 
all the formation until such time as the gas in that 
particular formation is nearly exhausted. 

I 

The majority of the gas wells which the Kentucky 
West Virginia Gas Company owns are now producing 
from the Devonian shale, which lies somewhere between j 
an average of 2,500 and 3,000 feet. 

[560] Trial Examiner: Proceed. 

By Mr. Robinson: 

Q. Mr. Beecher, with respect to the question of the 
development of the gas properties of the Kentucky West 
Virginia Gas Company, will you tell us, geographically, 
how that development has taken place in the various 
counties, what have been the recent developments, 
geographically? A. In 1927 the majority of the gas 
development had taken place in Floyd and Knott coun- 
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ties and Magoffen comity. The developments were nec¬ 
essarily pretty rapid at that time because of the neces¬ 
sity to meet the demands of the Pittsburgh and West 
Virginia Gas Company and the Louisville, and the fur¬ 
ther development of the field took place with Floyd 
County and Knott County used as a nucleus—and the 
results so far have indicated that very probably tne 
original drilling had been done, generally speaking, in 
areas which were the most prolific areas which were in 
Eastern Kentucky. 

******* 

[617] Re-Direct Examination (Resumed) 

[618] By Mr. Robinson : 

Q. Mr. Beecher, have you selected from the rec¬ 
ords of the company a couple of examples of uncertain¬ 
ties of well drilling? A. Yes, sir, I have. 

Q. Would you please turn to those and refer to 
the facts concerning them? A. In the picking of loca¬ 
tions for the drilling of new gas wells, of course, the 
geologists and the management of the company have 
reason to believe that there is gas in commercial quan¬ 
tities underlying the particular locations which are 
picked for the individual wells. 

******* 

[619] A. (Continuing) In my experience with Kentucky 
West Virginia Gas Company, we had several instances 
where I felt gas would be found in commercial quanti¬ 
ties, and the results of drilling indicated that at that 
particular point there was no gas in commercial quan¬ 
tities. 

As an example of that particular condition, we 
drilled, in 1943, Well No. 727, which was drilled through 
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the Devonian shale, and, according to the record, shot 
with 5800 pounds of gelatinized nitroglycerine in the 
same manner as the treatement of other shale wells. In 
spite of the fact that in a circular form around those 
wells within a radius of approximately a mile, there were 
drilled, in 1943 or ’44, a number of large producing wells. 
For example, Well 715. The open flow was 1,077,000. 
Well, 708, 688,000 cubic feet open flow. Well, 697 had 
an open flow of 310,000 cubic feet per day. Well, 737 
had an open flow of 989,000 cubic feet from [620] the 
big line formation. Well 675, drilled in 1942, had an 
open flow of 1,783,000. Well No. 5515 had an open flow 
of 3,736,000 cubic feet per day. Well No. 5464 had an 
open flow of 198,000 cubic feet per day. 

By Mr. Robinson: 

Q. What is the geographical location of the various 
wells that you have just referred to that were producing 
wells, in relation to the well you first referred to as a 
dry hole? A. The dry hole was located approximately 
in the center of all the wells that I have mentioned. 

Q. And the distance between the dry hole and the 
various other wells would vary between what distances? 
A. I should say it would vary between approximately 
2500 feet to one mile. 

I 

Q. And in what section of the county is that well 
located, the dry hole? In what county or section of 
Kentucky? A. That is located in Pike County, Ken- j 
tucky. ! 


Q. Is it further identified by some section? A. 
It is near John’s Creek, Pike County, Kentucky. 

Q. Now, you have another example which you 
picked. A. In 1943 also the company drilled Company 
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well No. 5406, which is located along Lower Pompey 
Station Branch, in the Forks area, in Pike County, Ken¬ 
tucky. That well was a dry hole, in spite of the fact 
that later, in 1943, the Warfield Natural Gas Company 
drilled a shale well approximately 3,000 to 3500 [621] 
feet from this well, and obtained an open flow of 820,- 
000 cubic feet per day, and in spite of the fact that to 
the south, and to the east of such dry hole, the company 
drilled, in 1942 and 1941, a number of other wells which 
has gas in commercial quantities. 

Q. What was the approximate distance and loca¬ 
tion of these successful wells in relation to the dry hole? 
A. They were in a semi circular form, or could be con¬ 
sidered to be in a semicircular form around the dry 
hole. 

Q. At what distances, approximately? A. Some¬ 
thing in the neighborhood of a mile. 

Q. Now, with respect to the matter of drilling of 
dry holes, what was the amount of money spent in 1944 
in non-productive well drilling? A. The operating rec¬ 
ords of the company disclose that $157,322.87 was spent 
by the company in 1944 for non-productive gas well 
drilling. 

Q. And have you made an estimate of the prob¬ 
able amount, or the amount that you have set aside, 
for the expenditure in connection with the non-produc¬ 
tive well drilling for 1945? A. The estimate of the 
amount of money required to be spent for such purpose 
in 1945 is $175,000. 
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[632] Re-Cross Examination. 

By Mr. Booth: 

Q. Mr. Beecher, you referred to the non-productive 
well drilling expense of the company. Is that charged 
by the company as an element of operating expenses in j 
its financial statements? A. It is carried in its total 
exploration and development cost together with the 
rentals and abandoned leases and other exploration costs. 

Q. Any expenses or costs which the company has 
incurred in the amount of non-production well drilling is 
charged as part of the exploration and development 
costs; is that true? A. It is a part of the total explora¬ 
tion and development costs, which also is included in the 
total figure the expenses of delay rentals, abandoned 
leases and other exploration costs. There are four items 
making up that total figure. 

******* 

[647] Re^Cross Examination 

By Mr. Wasson: 

Q. Mr. Beecher, would you agree that the situa¬ 
tion of Kentucky West Virginia Company is unique from 
the standpoint of two factors considered together, first, 
the amount of the reserves, and, secondly, the proximity 
of these reserves to the market and the relation to the 
requirements of the Louisville and Pittsburgh com¬ 
panies? A. The definition of the word “unique” has me 
rather puzzled because, to make that definite statement, 
that we were in a unique position, of course, would mean 
that we have exactly—if we were not in a unique posi¬ 
tion, then, we would be similar, and we would have to 
be similar in all instances, in which case any other com¬ 
pany would have to have exactly the same amount of 
gas reserves. 
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Q. Well, let us assume that by “unique” is meant 
“unusual.” A. To my knowledge, without knowing the 
exact gas reserves claimed by Warfield Natural Gas 
Company, or United Fuel Gas Company, I would make 
the statement that Kentucky West Virginia Gas Com¬ 
pany, according to its present records on gas reserves, 
is in an enviable position with respect to not only the 
market but also the gas reserves available for sale to 
Pittsburgh and West Virginia Gas Company and to 
Louisville. 

******* 

[787] HOWARD W. RUEMMELE was called as a wit¬ 
ness and having been first duly sworn was examined 

and testified as follows: 

Direct Examination. 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you state your full name 
and address? A. My name is Howard W. Ruemmele. 
I live at 2707 Cumberland Avenue, Ashland, Kentucky. 

Q. Will you state your present position? A. My 
present position is assistant secretary, assistant treas¬ 
urer. 

Q. For what company? [788] A. Kentucky West 
Virginia Gas Company. 

Q. Will you state your education and your experi¬ 
ence, particularly in the natural gas business ? A. After 
graduating from high school I studied accounting with 
the LaSalle Extension University. I entered the employ 
of the Louisville Gas and Electric Company, in Louis¬ 
ville, Kentucky, on August 28, 1924. 

My position was clerk in the statistical division. 
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About 1926 when there was considerable activity in 
the leasing and purchasing of natural gas rights in 
eastern Kentucky, I was transferred to the land depart¬ 
ment as chief clerk and it was my responsibility to in¬ 
stall the land department records of leases and lease 
rentals and royalties that are continued to the present 
time. 

In this position I became familiar with leases, wells, 
natural gas rights, which were later sold to the Kentucky 
West Virginia Gas Company. 

During 1928, upon the organization of Kentucky 
West Virginia Gas Company, I was employed by Ken¬ 
tucky West Virginia Gas Company, and moved to Ash¬ 
land, Kentucky. My capacity with the Kentucky West 
Virginia Gas Company at that time was the same as 
when employed by the Louisville Gas and Electric Com¬ 
pany. 

Early in 1928 I was promoted to the position, in the 
accounting department, as assistant to the auditor. The 
auditor [789] at that time was in charge of accounting 
matters of Kentucky West Virginia Gas Company at the 
Ashland office. I was elected to my present position dur¬ 
ing the month of December, 1939. 

******* 

[924] D. B. BEECHER having been heretofore duly 

sworn was recalled and testified further as follows: 

******* 

[928] Cross Examination. 

By Mr. Goldberg: 

******* 

[930] Q. You would prefer that we call it a natural 
gas purchasing, production, and transmission company 
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engaged primarily in the production of natural gas? 
A. It could be stated that way. 

Q. That is a correct description, is it not? 
A. However, the primary purpose of the company is the 
natural gas production company. 

Q. Well, wasn’t my description a correct one? 
A. Yes. 

******* 

[1116] PAUL E. DUFENDACH was called as a witness, 
and having been first duly sworn, was examined and 
testified as follows: 

Disect Examination. 

By Mr. Robinson: 

Q. Mr. Dufendach, will you state your full name 
and address? A. My name is Paul E. Dufendach. I live 
at 2712 Algonquin Avenue, Ashland, Kentucky. 

Q. What is your present position with the Ken¬ 
tucky West Virginia Gas Company? A. I am Petroleum 
Engineer for the Kentucky West [1117] Virginia Gas 
Company. 

Q. Will you state your education and experience, 
please? A. I attended the University of Cincinnati for 
two and a half years, at which time I studied minerology 
and geology. I graduated from Rose Polytechnic In¬ 
stitute in 1927, with a Bachelor of Science Degree in 
Civil Engineering. 

Prior to the completion of my college courses, I 
worked as assistant construction engineer on hydroelec¬ 
tric and artificial gas plants for the Louisville Gas and 
Electric Company. 
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In 19271 was employed by the Byllesby Engineering 
and Management Corporation as assistant construction 
superintendent. Our job was to install a pipe line sys¬ 
tem and compressor stations, which later on were ac-' 
quired by the Kentucky West Virginia Gas Company. 

In 1929 I was employed by the Kentucky West Vir¬ 
ginia Gas Company and worked with them from that 
time on up to the present date. 

My duties at first were to supervise the engineering 
on all the construction necessary for the facilities of the 
Natural Gas Production Company. 

While I was working with them, I also obtained, or 
installed a system for obtaining records and keeping 
data on all the wells that the company was operating, 
and from these records it was my duty and responsi¬ 
bility to work up the esti- [1118] mates on natural gas 
reserves. In this connection these same records were 
used, and I assisted in presenting income tax cases from 
the very beginning to the present time. That is, on study | 
of depletion. 

As general superintendent, I supervised the drilling 
of wells and construction of facilities such as pipe lines 
and compressor stations, and I also supervised the opera¬ 
tion of wells, stations, and lines. For the past three 
years, as Petroleum Engineer, it has been my duty to 
observe operations very closely and make recommenda¬ 
tions to the management on various phases of operation. 

I also make forecasts on operations and develop¬ 
ment, and help to make plans for the future. This 
includes consultation on the location of gas wells for the 
development of the unoperated gas reserves. 
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I am a professional civil and petroleum engineer in 
the State of Kentucky. 

******* 

[1121] By Mr. Robinson: 

Q. Mr. Dufendach, what has been the practice of 
Kentucky West Virginia Gas Company in regard to ob¬ 
taining estimates of recoverable gas reserves under¬ 
lying company acreage? A. It has been a practice of 
Kentucky West Virginia Gas Company during the past 
three years to have estimates on ultimate and remaining 
recoverable gas reserves prepared [1122] each year by 
the company. Prior to that time, although several esti¬ 
mates of our ultimate and remaining recoverable gas 
reserves had been prepared at various times, annual esti¬ 
mates were made on the developed recoverable gas re¬ 
serves. As a considerable period of time is required to 
obtain and assemble production records and other data, 
the results of the study are obtained some time in the 
spring or the summer of each year, on the estimates of 
ultimate and remaining gas reserves as of December 31 
of the preceding year. 

Q. When was the last estimate on gas reserves of 
the Kentucky West Virginia Gas Company made by you? 
A. During April and May of 1945, the study of ultimate 
recoverable gas reserves of the Kentucky West Virginia 
Gas Company as of December 31,1944, was prepared. 

Q. What were the results of the study made by 
you? A. It was determined that the estimated ultimate 
recovery of gas of the company would be 1,160,455,800 
MCF, of which 291,269,700 MCF had already been pro¬ 
duced, leaving a remainder of 869,186,100 MCF, as the 
estimated remaining recoverable gas reserves, as of De- 
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cember 31, 1944. On Exhibit 52 are listed the detailed 
figures upon the gas reserves by various classifications. 
The acreage was classified as developed, proven, semi- 
proven, and wildcat. 

The estimated remaining gas reserves for each 
classification of acreage is shown on this schedule. 

[1123] Q. The figures to which you have referred as 
the estimate of the remaining recoverable reserves is 
shown as the last figure in the last column? A. That 
is correct. 

Q. 869,186,100 MCF? A. MCF, that is right. 

Q. Will you explain the difference in classification 
of the acreage. A. Developed acreage is classified as 
that acreage from which gas has been or is currently 
being produced or on which productive wells have been 
drilled as of the indicated dates on the schedule shown. 

I 

Gas produced is the total amount of gas produced 
by all company wells since they were originally drilled 
or acquired by the Kentucky West Virginia Gas Com¬ 
pany, or its predecessors or trustees. 

Proven acreage is classified as that acreage which 
has not been developed through drilling but which is 
located within or adjacent to boundaries of developed 
productive areas as shown by the results of drilling, not 
only by the Kentucky West Virginia Gas Company but 
also by other natural gas producers. In order to receive 
this classification, the area must have had a sufficiently 
large number of wells drilled to determine that the pro¬ 
ductive formations were present, and contained gas, and 
all factors assure that gas in commercial [1124] quanti¬ 
ties can be developed within the area. 
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Semi-proven acreage is classified as that acreage 
which has not been developed through drilling, and is 
not located adjacent to development of sufficient magni¬ 
tude to consider certain that gas would be discovered in 
commercial quantities, even though it is certain that gas 
productive formations are present. 

Wildcat acreage is classified as that acreage upon 
which very little information is available concerning the 
potentialities of gas reserves. The general location of 
this acreage, along the east flank of the Appalachian 
trough, and the geographical location in respect to other 
gas fields, and the stratigraphy and geological structures 
known indicates that probable future gas production on 
a commercial scale will occur. 

******* 

[1129] Q. What method is used by the company in 
estimating developed gas reserves? A. The method 
used in estimating g as reserves underlying the devel¬ 
oped acreage, as of December 31, 1944, followed the 
same procedure as had been practiced for many years. 
That is, the reserves of each well were estimated, [1130] 
employing what information was available. The total 
developed gas reserves is the sum of the estimates of 
all the individual wells. Graphs are plotted on each 
well, showing the accumulative production, coordinated 
with the shut-in pressure of the well when it is avail¬ 
able. 

The curve formed, or the trend of the curve, is 
projected to the pressure at which it is thought that the 
well will have reached the limit of its commercially eco¬ 
nomical rate of production or its life. This pressure is 
usually assumed as 60 pounds gauge. But variations 
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are made dependent on location, producing formation, 
prospective water encroachment, and rate of production. 

The average pressure of all wells, producing wells, 
as of the end of 1944, the economical limit, averaged 67 
pounds gauge. The average pressure of all the aban¬ 
doned wells at the time of abandonment was 148 pounds 
gauge. 

Q. Have you anything further to add in connec¬ 
tion with your last statement, with respect to the nature 
of the abandoned wells? A. It has been the history of 
the company that the smaller wells are usually aban¬ 
doned first, and they reach their economical rate of pro¬ 
duction at a higher pressure than what we assume the 
average abandonment pressure will be. That is an 
average of about 125 abandoned wells against approxi¬ 
mately 980 producing wells. The smaller wells would 
[1131] be abandoned first, and consequently have a 
higher pressure at the time they were abandoned. 

Q. In your Exhibit 55, you have shown graphs 
relating to the 12 selected wells. Will you refer to that 
exhibit 55 and explain the matter that is referred to 
in these separate graphs? A. These graphs have been 
presented to illustrate some of the varied characteristics 
of the different types of wells, and they may represent 
large groups of wells owned by the company. That is 
the purpose of this interpretation. 

On the first graph, on Well No. 337, the estimated 
ultimate recovery has not been revised since the original 
estimate was made. The decline in the annual shut-in 
pressure has been in proportion to the annual produc¬ 
tion, and consequently a straight line curve is repre¬ 
sented, and the projection will probably represent the | 
future performance of the well. 
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Q. In that connection would you state what you 
have estimated to be the ultimate recovery of that well? 
A That is a typical well falling in that class, and we 
have estimated the economic limit to be 60 pounds gauge. 

Q. And the ultimate recovery of how much gas? 
A. Ultimate recovery of 556,000 MCF. 

Q. 536,000, isn’t it? A. Right; 536,000 MCF. 
[1132] Q. Will you refer to the other graphs and first 
identify the well and give us the explanation or illus¬ 
tration? A. The next graph relates to Well 371 and 
shows that several revisions were necessary in estimat¬ 
ing the ultimate recovery. It soon became apparent 
that a straight line projected from the original rock 
pressure, through the subsequent annual shut-in pres¬ 
sures, would not indicate the ultimate reserves, and only 
the trend of the later pressures along with the produc¬ 
tion were used in making the estimate. It can be seen 
that a line drawn from the original rock pressure 
through the subsequent shut-in pressures, any of the 
years would not give a true indication of the ultimate 
reserves which will be obtained from this well. 

The estimate was revised from 262,000 MCF in 1934 
to 470,000 MCF in 1942. The economic limi t was as¬ 
sumed at 60 pounds gauge. 

Mr. Goldberg: Before you pass on, I wonder if you 
would enlighten me. I notice 1944 estimated ultimate 
recovery equals 895 times open flow volume. Where 
did that 895 come from? 

The Witness: I intend to get into that just a little 
later and explain that. 
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Mr. Goldberg: I am sorry. Just go right ahead in 
your own way, then. 

A. (Interposing) The third graph, on Well N<J>. 
5200, [1133] carries practically the same explanatiojn 
as the graph for Well 371. However, I might point out 
on this graph the latest annual shut-in pressures, plot¬ 
ted along with the production of those years, has shown 
a more definite trend, and a shut-in pressure has beeh 
obtained in 1945, which is indicated by the little x which 
shows that the latest projection seems to be falling fii 
line with our previous estimate. 

The next graph, relating to Well No. 230, is an exL 
ample of a well that will reach its economical rate of 
production long before the shut-in pressure of the weljl 
is reduced to 60 pounds gauge. A large number of wells 
within the same area have been abandoned, which, at the 
time, had relatively high shut-in pressures. 

It is questionable at the present time if it is eco+ 
nomical to continue to operate the remaining wells an<i 
the pipe line systems serving them in this area. Because 
of this condition it was considered advisable to reduce 
the estimated ultimate recovery, in 1940, from 276,00(| 
MCF to 230,000 MCF. 

The economic limit of production on this well will 
probably occur when the shut-in pressure of the welf 
has been reduced to about 170 pounds gauge. 

I 

The next graph, on Well 5471, shows that very little 
information was available at the time this graph was 
made. So, for lack of that information, we applied a 
formula of 1500 times the daily open flow volume, and 
estimated that formula [1134] to give the estimated 
ultimate recovery. This formula is in line with the per- 
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formance of older wells of similar character and loca¬ 
tion. The shut-in pressure obtained in 1945, after this 
graph was made, however, shows that that falls close 
to the curve. 

Now, you note the 1500 times the daily open flow 
volume. In the preceding graphs, as I have explained, 
we have the same formula applied to them. 

For instance, on Well 337, we have 859 times the 
open flow volume. 

On the next one, 895 times the open flow volume. 

On the next, 1,415 times the open flow volume. 

On the next, 1608 times the open flow volume. 

We find that in certain areas where other informa¬ 
tion is lacking, it is necessary to use some formula to 
arrive at some estimate on gas reserves. 

The next graph, relating to Well No. 205, this is 
from the shale. The actual curve showing the produc¬ 
tion shows that the first information on production and 
the decline in shut-in pressure for that production dip¬ 
ped very sharply. In later years we did not have the 
decline in shut-in pressure in proportion to the produc¬ 
tion, so the curve flattened out. Consequently, in this 
graph we used the later trend of the curve in order to 
get the estimated ultimate recovery to 60 pounds gauge. 

The next graph, Well, 263, shows, a similar condi¬ 
tion [1135] as far as the early history of the well is 
concerned. At a very short drop in the annual shut-in 
pressure of the well. However, the later life— in the 
later life of the well, the decline in shut-in pressure was 
in proportion to the production and formed a compara¬ 
tively straight line, and this was projected to obtain 
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the estimated ultimate recovery to the economic limit of 
60 pounds gauge. 

The next graph, on Well No. 288, is a sample of a 
well where the decline in shut-in pressure followed in 
proportion to the production. | 

The next graph, on Well No. 25: this well was aban¬ 
doned in 1938. During the first part of the history of 
this well, a relatively large amount of production was 
obtained for the decline in shut-in pressure. However, 
in the later years of its life, the rate of delivery had de¬ 
clined to a point where it was not economical to con¬ 
tinue to operate this well. So it was abandoned at a 
shut-in pressure of approximately 200 pounds guage. 

Well No. 114, on the next graph, is a shallow sand 
well, where practically the same as on the preceding 
well applies, showing that the well was abandoned with 
a shut-in pressure of approximately 125 pounds. 

The next graph, on Well No. 219: the early history 
of the well showed relatively good production for the 
decline and the decline in shut-in pressure. However, in i 
the latter part [1136] of the life of the well it shows 
very small production, and in this case we surmised that 
there might be cavings or a water condition which would 
not be evidenced on the surface, so the company moved 
in a drilling rig, pulled the tubing, cleaned it out, worked 
on it for a considerable time, and the well did not revive 
so it was abandoned at a shut-in pressure of approxi¬ 
mately 255 pounds gauge. 

The next graph, on Well No. 122, is a graph where 
no projection can be made, which, in my opinion, would 
mean a great deal. You will note that the last pressure 
taken, in 1942, showed 50 pounds, whereas that same 
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pressure was shown in 1930, 1931, even in 1937, as 
approximately 35 pounds. 

This well is in a very competitive area. With a 
pressure that low, if water came into the well, you 
would not be able to blow it out, and could not handle 
it, because of the volume and pressure. So we just ex¬ 
tended the curve out to what we assumed would be the 
production of the well, and recovery, to 15 pounds gauge. 
That is brought out as one of the bad examples of lack 
of information on which to base a production decline 
curve. 

Q. When complete information about the graphs 
is not available, what procedure do you use? A. Dur¬ 
ing the period 1942 to 1944, inclusive, the demand for 
gas was so urgent and the wells have been on line and 
produced so constantly that annual shut-in or rock 
pressures have not been obtained on the majority of 
[1137] the wells. When the information necessary to 
plot the usual curve is lacking, the rate of production 
and the rate of decline in production is used as a basis 
for determining the estimated ultimate production of 
the well. 

On new wells there are insufficient records on both 
production and decline in shut-in pressure to follow the 
procedure mentioned. The estimated ultimate recov¬ 
ery from these wells is determined by formulae, using 
a factor multiplied by the open flow volume in MCF 
per day. The factors used are based on the historical 
experience of the wells in the same formation with simi¬ 
lar volumes and pressures, and general location. 

Circumstances have permitted the procuring of 
shut-in pressures on a large number of wells in the 
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early part of 1945, and this information has served to 
substantiate the accuracy of the formulae used earlier 
when complete information was lacking for plotting the 
curves. 

Q. How often are the well graphs checked, and 
are changes made? A. The graphs on every producing 
well are checked at least once a year to determine 
whether or not any information received since the past 
year would indicate that a revision should be made on 
the estimated ultimate recovery. As mentioned before, 
a straight line production, pressure decline curve, from 
the original rock pressure, following the [1138] prin¬ 
ciples of Boyles’ Law, may not give a true indication of 
potential reserves, and the trend of the curve must be 
employed. The necessity of making some revisions on 
the estimated ultimate recovery from the individual 
wells, especially those producing from shale, confirms 
this theory, and, as an example, you have Exhibit No. 
56, which shows the number of revisions made from 
1936 to 1944, inclusive. It also shows the net total 
amount of change in estimated reserves. 

The primary reason for the large number of in¬ 
creases in estimates is the tendency of the curve to 
flatten out during the latter part of the life of a well. 
This is especially true in the case of shale wells. 

The results on shallow sand revisions have not been 
of very great importance. 

Q. What is the reason for not being able to use a 
straight line curve in making an estimate in all cases? 
A. The primary reason for not being able to rely on the 
production pressure decline method for shale wells is 
that it is impossible to obtain true shut-in pressures 
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without interfering with operation. As a well becomes 
older, or produces for a longer time, it requires a longer 
time to obtain a shut-in pressure. Since the time that 
a well can be shut in is limited, instead of securing a 
final shut-in pressure, or rock pressure, the built-up 
pressure for a certain interval of time is usually pro¬ 
cured for the annual test. As long [1139] as the inter¬ 
vals of time are comparable from year to year, the curve 
should indicate the true trend. It is unlikely that by 
plotting these pressures, a straight line curve from the 
original rock pressure would result. 

Even if sufficient shut-in time were allowed com¬ 
pany wells, competitive wells might prevent us from 
obtaining true shut-in pressures. 

Q. Are there any other factors besides the one 
that you just mentioned? A. Another factor of great 
importance which must be given consideration in esti¬ 
mating gas reserves, in the shale formation especially, 
is the low porosity and permeability of the major por¬ 
tion of the shale body which contains gas. Ananalysis of 
a core taken at intervals through the entire shale forma¬ 
tion of about an average company well showed the 
porosity ranging from 1.98 percent to 9.21 percent, and 
the permeability from zero to 2.31 millidarcys. These 
values would probably have been much greater in a good 
pay zone. 

When a relatively good open flow is shown in the 
shale, the gas is probably coming from sandy zones or 
joint planes and fractures. Shooting causes fractures 
into the sand zones and joint systems, thereby increas¬ 
ing the open flow. 

When gas is removed from the sand zones, joint 
systems, and fractures, gases from the low permeability 
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zones is released into them slowly, thus replenishing the 
original sup- [1140] ply. As the pressure of a well de¬ 
creases and the flush production is recovered, this ac¬ 
tion is accelerated and the delivery from the well shows 
very little decline. 

A very large part of the ultimate gas recovery will 
come from the low or slightly permeable shale. It can 
readily be seen that when this condition prevails, it is 
almost impossible to obtain a true rock pressure within 
a reasonable time. Consequently, without this informa¬ 
tion, production pressure decline curve would not wholly 
show the story, and more emphasis should be placed on 
the delivery of the well, in making estimates on reserves. 

Q. Do economical considerations enter into esti¬ 
mating reserves on individual wells? A. A very impor¬ 
tant factor, which must be given consideration in esti¬ 
mating reserves, is the point at which a well ceases to 
produce at an economical rate. Wells have been, and 
will be, abandoned, which have relatively high rock pres¬ 
sure and potential reserves. However, the rate of recov¬ 
ery may be so small that the operating cost would 
exceed the revenue from production. 

There are also small wells in which the expense of 
cleaning out cavings, or going in to correct a bad water 
condition, to bring back production, would not be war¬ 
ranted. 

Q. What would you say is most essential in mak¬ 
ing an estimate on developed gas reserves? [1141] A. 
In order to make an estimate on developed gas reserves 
with reasonable accuracy, it is necessary to have a 
thorough knowledge of the many varied characteristics 
of the different types of wells. It is also essential to 
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have a knowledge of the location of the wells, the cost 
of operating them, and to know thoroughly what meas¬ 
ures will be employed in the recovery of the reserves 
developed by drilling the wells. 

Q. How much gas acreage was operated as of De¬ 
cember 31, 1944, by the company, and how much is 
undeveloped? A. If you will refer to Exhibit 57, as of 
December 31,1944, the company had 969,049.65 acres in 
fee and under lease. That is the sum of the first two 
columns on that exhibit. 

Of that amount, 186,586.12 acres were classified as 
acreage in use. Of this amount in use, 3,438.95 acres 
were considered as depleted. After deducting dry hole 
acreage and that leased to others, there remains 
766,510.41 acres, subject to development. This exhibit 
shows the acreage divided between operated and unop¬ 
erated and other classifications split between fee and 
lease, and counties. 

Q. How was the operated acreage determined? 
A. In determining operated acreage, a well or wells 
drilled on a lease develops the tract with exceptions 
made for unusually large tracts. Gas may be drained 
from under lease tracts not drilled, but when this has 
progressed sufficiently, the [1142] lease can be sur¬ 
rendered and rental payment stopped. 

The fee acreage presents a different case since the 
gas rights were purchased outright and have been capi¬ 
talized, so provision for a return of the investment must 
be made. A well drilled on a lease tract or a fee tract 
may drain gas from under other fee tracts. When, in 
our judgment, this is the case, the fee tracts so affected 
are classified as operated or acreage in use. 

******* 



Howard W. Ruemmele — Direct. 215 

[1172] Q. In Exhibit 56 that shows that you estimated 
that the [1173] net increase in reserves of some 269 
wells to be over 14,000,000 MCF in 1944. Is that correct? 
A. That is correct. 

• ' [ 

******* 

[1228] HOWARD W. RUEMMELE having been here¬ 
tofore duly sworn, was recalled as a witness, and 
testified further as follows: 

Trial Examiner-. Is this redirect examination on 
an old subject? 

Mr. Robinson: No, I think I should say that Mr. 
Ruemmele is now being called for the purpose of pre¬ 
senting a study of the depletion and depreciation for 
Kentucky West Virginia Gas Company, both with re¬ 
spect to the conditions as of December 31,1944, and also | 
with respect to a forecast for the six years ending De- | 
cember 31,1950. 

I would like to have an exhibit entitled “Depletion 
and [1229] Depreciation Study for the Year 1945, Ken¬ 
tucky West Virginia Gas Company, marked Exhibit No. 
68 for identification. 

Trial Examiner: It will be so marked. 

(The Document above referred to was marked Ex¬ 
hibit No. 68 for identification.) 

Direct Examination 

******* 

By Mr. Robinson: 

[1231] Q. Will you state the history of the company’s 
previous provisions for depletion and amortization and 
depreciation covering the years 1927 to 1944, inclusive? 
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A. Appropriations have been made by the company for 
depletion and amortization during the past years as 
follows: 

For the years 1927 to 1941, inclusive, the rate of 
depletion and amortization for each year was 5 cents 
per MCF of gas produced, with the exception that for 
the year 1931 the rate was 2 y 2 cents. 

For the year 1940, an amount of $40,729.63, repre¬ 
senting cost of current year dry holes, was deducted 
from the amount of depletion calculated for the year at 
the 5-cent rate. 

For the years 1942 and 1943, the rate was 4 y 2 cents, 
and for the year 1944 the rate was 4.6 cents. 

Appropriations for depletion and amortization in¬ 
clude the following items: 

[1232] Depletion of gas well construction cost and de¬ 
preciation of gas well equipment. 

Depletion on cost of developed leaseholds and nat¬ 
ural gas right. 

Amortization of cost of certain natural gas rights 
owned by the company which are classified by the com¬ 
pany as wildcat acreage. 

Depletion of cost of natural gas rights leased to 
others and developed by others. 

Provisions for certain items reported by the com¬ 
pany as gas plant adjustments, Account 107, in its report 
of original cost and reclassification of property, filed 
with the Federal Power Commission and filed in this 
hearing as Exhibit M, I believe. 

Provision for amount of organization expense. 
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Provision for current year dry holes for years prior 
to December 31, 1939. Since that date the cost of cur¬ 
rent year dry holes has been charged on the books of 
the company to Account 511 as prescribed by the uni¬ 
form system of accounts of the Federal Power Commis¬ 
sion. 

Also included is the amortization of the amount 
determined by the company as representing so-called 
profits to affiliates. 

Appropriations for depletion of oil property has I 
been made on the books on the basis of a charge of 25 
cents per [1233] barrel of oil produced. Provisions have | 
been made for this class of property since the year 1937, j 
and the rate has not changed. 

Appropriations have been made at the rate of 1 cent 
per MCF of gas handled for the loss on sale or aban¬ 
donment of non-depreciable property and depreciation of 
all other property subject to depreciation, with the ex¬ 
ception of compressor stations, dehydration plant, and 
gasoline plant. 

i 

Appropriations have been made annually for de¬ 
preciation of compressor station structures and equip¬ 
ment, dehydration and gasoline plant, in a flat annual 
amount to approximate 5 per cent of the cost of this 
property. 

Q. Now, Mr. Ruemmele, I would like to have you 
consider this Exhibit 68 as if it were in two parts: the 
first part dealing with the matters to December 31,1944, 
and the second part dealing with the forecast through 
1950. I would like to have you first take up part 1, deal¬ 
ing with what we might designate as the experience 
operations, through December 31,1944, and to that apply 
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in connection therewith any important figures and any 
conclusions which you desire to refer to. A. In the be¬ 
ginning I would like to say that all construction cost in¬ 
formation used throughout the study for periods 
through December 31,1944, are costs determined by the 
company after its reclassification of accounts pursuant 
to its interpretation of instructions contained in the 
Federal Power [1234] Commission Uniform System of 
Accounts prescribed for natural gas companies. 

The developed gas reserves, to December 31, 1944, 
were furnished me by the operating department, and 
this subject has been covered in the testimony of Mr. 
Dufendach. 

In order to more clearly explain the study, I would 
like to discuss each item as it appears in the report. Be¬ 
ginning with Developed Gas Property, Gas Well Con¬ 
struction, and Equipment, as shown on page 1, the de¬ 
pletion of gas well construction cost and equipment cost 
for periods up to December 31, 1944, have been deter¬ 
mined by the individual well calculations, the company 
having set up a record for that purpose. 

This detailed computation is as accurate a deter¬ 
mination of sustained or cost depletion as we are able 
to ascertain. The depletion computed for each well for 
each year is determined by dividing the gas well con¬ 
struction cost, including equipment, of each well, by the 
estimated developed gas reserves for each well, and the 
rate so determined is multiplied by the annual produc¬ 
tion from the well. 

In the case of each well, the well construction cost, 
including well equipment, is depreciated down to zero 
salvage. This position is taken since it has been the 
past experience of the company in the abandonment and 
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plugging of 119 wells to date that the salvage recovered 
from wells upon abandonment [1235] has been approxi¬ 
mately offset by the expense in connection with such 
abandonments and plugging. 

The total expense of well abandonments to Decern- j 
ber 31, 1944, has amounted to $4,341.83 more than the | 
salvage recovered from such abandonments. However, 
it is my opinion that expense in connection with future 
abandonments will, in the case of each well, on the aver¬ 
age, be greater than our past experience indicates, since 
the study only projects a 5-year future picture, no provi¬ 
sion for this necessary future expense has been included. 

Salvage and expense on partial well retirements are 
not depleted for the purpose of this study on an in¬ 
dividual well basis but are depleted by using totals for 
each year. The basis of depleting these items is the 
determination of a rate by dividing the net salvage re¬ 
maining each year, plus the net additions for the year, 
by the total developed gas reserves available for each 
year. And this rate is applied to the annual production. 

The total depletion of gas wells to December 31, 
1944, of $7,223,062.67 amounts to an average cost per 
MCF produced for that period of 2.523 cents. 

It should be pointed out, in this connection, that as 
of this date, there remains developed gas reserves of [ 
169,422,100 MCF, and gas well construction and equip¬ 
ment cost of $5,102,913.15 or an average cost per MCF 
of 3.012 cents. 

[1236] This higher average cost, on remaining reserves, 
is due to the more expensive recent development, and 
this cost will apply to future production from these 
wells. 
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The next item is Developed Leaseholds and Natural 
Gas Rights. Provision for the cost of developed lease¬ 
holds and natural gas rights is made on the basis of the 
depletion of developed gas reserves underlying the lease¬ 
holds and natural gas rights. 

We have been unable to make individual calcula¬ 
tions of depletion for each lease or gas right. The 
amount of depletion determined was arrived at by divid¬ 
ing the cost of developed leaseholds and natural gas 
rights remaining each year, plus additional costs for the 
year, by the total developed gas reserves available for 
each year. The rate so determined when multiplied by 
the total production for the year will give the amount 
of depletion as shown by the study. 

The amount shown in the study as Old Lease Cost 
on Renewed Leases developed to December 31,1944, rep¬ 
resents the cost of old leases, the term of which expired 
before development. The cost of these old leases was 
carried to and made a part of the cost of the renewal of 
the leases. 

The old lease cost having been fully amortized for 
the purpose of this study, this cost is shown as fully 
amortized at December 31,1944. 

On page 2 of the study, Leaseholds for Future Use. 

The [1237] first item of old lease cost on renewed leases 
was also fully amortized and is considered in the study > 
as being fully amortized at December 31,1944. 

The cost of leaseholds held for future use has been 
amortized over the periods covered by this study. The 
cost of each lease held for future use was amortized over 
the term of the lease. The cost of the developed leases 
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| 

over the period covered by the study was credited to the 1 
amount of such amortization for the year such develop¬ 
ment takes place. 

| 

From the yearly results so obtained, the amounts 
shown each year in the study as amortization were de¬ 
termined as being reasonable and will leave a sufficient 
reserve balance at the end of the year 1950. 

Under the heading “Natural Gas Rights—Future 
use,” the item “Proven and Semi-Proven Natural Gas 
Rights” contains an amount of $92,837.85 as a provision 
during the period to December 31, 1941. That amount 
represents the lease cost in 100.4 of acreage acquired 
under two leases from the Beaver Creek Coal Company, 
and subsequently this same acreage was also acquired 
in fee. The cost of the leases were classified by the com- | 
pany to natural gas rights. However, this lease cost was 
subject to amortization, and we have made full provision 
for the cost of these leases in 100.4, in this study. 

As stated previously by company witnesses, the 
company holds a considerable amount of natural gas 
rights. A total of [1238] 786,914.46 acres were owned 
as of December 31, 1944, of which 671,940.60 acres were 
held by them for future use. 

Company geologists and engineers, for their pur¬ 
poses, classify the natural gas rights of the company 
into the following acreage groupings: 

Developed acreage, proven acreage, semi-proven 
acreage, and wildcat acreage. 

As of December 31,1944 ,the company owned 389,117 
acres of natural gas rights which the geologists have 
classified as wildcat acreage. Since the leasehold has a 
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definite ter min ation date, it is proper to amortize the 
cost of the leasehold over the term affected. However, 
in the case of natural gas rights, the title to this acreage 
is permanent, and, therefore, conditions with respect to 
gas rights are somewhat different than that present in 
the case of the lease, as a basis of amortization. 

With the realization that some of this wildcat acre¬ 
age may not be productive of gas, the company, in this 
study, has made provision for the amortization of a 
certain portion of this cost. In the report prepared by 
the geologists and engineers of the company, it is fore¬ 
cast that a total recovery in gas reserves of 100 million 
MCF will be realized from the wildcat classification of 
acreage. 

They also estimate that this recovery will, on an 
average, be approximately 1000 MFC per acre. The 
equivalent [1239] of this recovery in acreage would be 
a hundred thousand acres, which when priced at the 
average cost per acre of all wildcat acreage would 
amount to a book cost of $276,067.71. 

Deducting this amount from the book costs of all 
wildcat acreage, there would remain a book cost for 
wildcat acreage of $741,795.58, representing the cost of 
acreage which may not, in the future, be productive of 
gas. This cost is the total amount of the two wildcat 
items appearing under the heading “Natural Gas Rights 
Held for Future Use.” 

Provision in the study for amortization of this 
amount is made over a 34-year period, from January 1, 
1928. As of December 31,1941, the starting point of the 
first study, this period extended 20 years in the future 
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and was considered to be a reasonable period of time 
over which the costs should be amortized. 

An amount of $385,584.85 has been amortized for 
this item to December 31,1944, and there remains as of 
this period an amount of $356,210.73 for future amorti¬ 
zation. 

Under the heading “Natural Gas Rights Leased to 
Others,” the depletion on the cost of natural gas rights 
leased by the company to others and developed by others 
has been determined by dividing the cost of this de¬ 
veloped acreage by the estimated developed gas reserves 
underlying this acreage, and then applying the rate so 
obtained to the annual gas production from the lease. 

******* 

[1240] Beginning with the year 1942, we found that in 
certain of the wells acquired, gas reserves estimated for j 
the wells were increased in recent years, due to deepen- j 
ing, shooting, re-shooting, cleaning out, and so forth. 

* * # * * * * 

[1243] In order to determine proper rates for deprecia¬ 
tion and depletion each year, the company considers it 
necessary to take into account a forecast of its gas de¬ 
velopment, and the construction costs of same for a 
period of five future years. 

By Mr. Robinson: 

Q. In that connection, Mr. Ruemmele, will you j 
take up that portion of the exhibit which relates to the 
forecast, and develop appropriate information in con- ! 
nection therewith, and also refer to any figures that you 
deem to be pertinent in connection with your testimony? 
A. This company has experienced a substantial increase 
in the cost of gas development in the past few years, and 
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the forecast is that costs will continue to increase in 
the future. 

If, for the present year and for each future year, 
this company would determine a rate for depletion and 
depreciation without taking into consideration costs and 
results estimated [1244] for the immediate future, the 
rates each year would vary considerably, since the cheap 
gas of the past is being replaced by the more expensive 
gas of the past several years, and the even more expen¬ 
sive gas of the future. If rates were determined solely 
on a basis of actual computation of sustained or cost 
depletion for the first year and for each future year, 
there would be a substantial step-up in the rates for each 
future year. This is due to the expensive gas of the 
immediate past, present, and future, weighing more 
heavily in each future year. 

Consideration of the future in determining the rate 
would tend to soften or flatten out this future stepped- 
up rate. We have considered the current year and the 
next succeeding five years as a reasonable period for de¬ 
termining proper rates for the year under consideration. 

Estimates of production, construction costs, and 
gas development results for the year 1945, and the next 
five-year period have been furnished me by the operating 
department of the company. We have shown these esti¬ 
mates in detail, by years, on page 8 of the exhibit. 

The total estimated gas production shown by years 
on this page was based on estimated gas sales to Pitts¬ 
burgh & West Virginia Gas Company, the information 
having been obtained from that company on April 9, 
1945. These figures were estimated on the basis that the 
European war would end [1245] during the year 1945, 
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and that the Japanese war would end approximately 
December 31, 1946. 

Estimates of gas sales to Louisville Gas & Electric 
Company were furnished us by that company on May 23, 
1945. Other sales figures, purchase gas, and company 
use, were estimated by this company. 

The company estimates that in order to make the 
future deliveries as requested it will be necessary for it 
to drill at least 90 productive wells each year to offset 
the major part of the depletion, and maintain delivery 
ability. The 90 wells also include wells that may be 
drilled to deeper productive formations. The number of 
wells estimated to be drilled is made on the basis that 
the present rate of drilling wells could be continued 
through the future. 

The total estimated gas reserves developed for each 
future year, shown in the third column on page 8, has 
been made on the basis that the future developed re¬ 
serves per well will average 250,000 MCF. Previous year 
averages of developed reserves per well have been as 
follows: For years 1940 and prior, 450,000 MCF per 
well; 1941, 331,000 MCF per well; 1942, 324,000 MCF 
per well; 1943, 249,000 MCF per well; 1944, 223,000 MCF 
per well. 

The average cost of new wells shown in the fifth 
column on page 8 has been arrived at by estimating the 
average depth of future wells, and multiplying this depth 
by the [1246] estimated unit cost per foot of depth for 
these wells. The average construction cost per produc¬ 
tive well drilled for the year 1944 was $14,288. The aver¬ 
age depth per well for the same year was 2,798 feet, re¬ 
sulting in a unit cost per foot drilled of $5.11. 
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For future wells, it is estimated that the depth of 
new wells would be increased approximately 50 feet on 
the average per well per year. It was also assumed that 
for the year 1945 there would be an increase over the 
year 1944 of approximately 10 percent in labor cost. For 
wells drilled during the period 1946 to 1950, inclusive, it 
is estimated that the cost of wells will be 10 cents per 
foot higher than the cost of 1945 wells. 

By years, the estimates for future well construction 
cost are as follows: the year 1945, average depth, 2800 
feet, 5.30. 

1946, 2850 feet average depth, unit cost per foot, 
$5.40. 

1947, 2900 feet average depth, unit cost per foot, 
$5.40. 

1948, average depth 2950 feet, unit cost per foot, 
$5.40. 

1949, 3,000 feet average depth, unit cost per foot, 
$5.40. 

1950, 3000 feet average depth, unit cost per foot, 
[1247] $5.40. 

******* 

[1248] Q. Mr. Ruemmele, will you continue your testi¬ 
mony in answer to my last question? A. As I stated 
previously, the cheap gas developed during the period 
prior to December 31,1940, is being replaced by the more 
expensive gas, and this statement is borne out by the 
figures presented on page 9 of the exhibit, Exhibit No. 
68 . 

The rate of depletion per MCF of gas well construc¬ 
tion and equipment cost has increased yearly after 1940, 
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largely because of the necessity for the company to move 
out into more rugged territory for the drilling of new 
wells. In this [1249] territory the company is incurring 
increased costs in moving, transportation, and increase^ 
in most of the other elements of cost of gas well con(- 
struction. Deeper drilling depths are also required in 
this territory and at the same time the reserves develj- 
oped per well are estimated to be on the decrease. 

The estimated depletion of gas wells for future 
years has been calculated by the years grouping asi 
shown by the study. That is the detail shown on page 
1, under the heading “Gas Well Construction Equip¬ 
ment,” indicating the computations for the six-year 
period of depletion and depreciation on gas well con¬ 
struction equipment. 

The developed gas reserves remaining for each 
group, at December 31, 1944, was divided by the con¬ 
struction cost remaining for each group at December 31, j 
1944. The rate so determined was multiplied by the 
estimated production for each future year by each year’s 
groupings. 

On page 1 is shown the estimated depletion for the 
six-year period of $6,210,071.65. 

| 

Mr. Wald : Where does that appear on page 1? j 

The Witness: It appears in the fourth to the last 
column, in line with “Total Gas Well Construction 
Equipment.” 

A. (Continuing) This gives a depletion rate of j 
4.117 cents per MCF, based on the estimated production 
for this period. The amount of depletion shown is based 
on estimated, [1250] sustained or cost calculations of j 
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gas as it is being used, and at the end of 1950 there 
remains estimated total developed gas reserves of 
153,589,100 MCF, and an amount of gas well construc¬ 
tion cost of $7,355,091.50, which amounts to a depletion 
rate of 4.789 cents, all of which will apply to the produc¬ 
tion in periods beyond that covered by the study. 

In practically all other cases the depreciation, de¬ 
pletion, and amortization as estimated for the six-year 
period ending December 31, 1950, was determined in a 
manne r consistent with the determination of like items 
to December 31,1944. 

On page 3 of the exhibit a rate of 4.755 cents per 
MCF is shown for gas properties subject to depletion 
for the six-year period ending with the year 1950. This 
is the estimated average cost depletion rate for this six- 
year period, representing an average of estimated rates 
for the period, ranging from 3.955 cents for the year 1945 
to 5.447 cents for the year 1950. 

On page 5 of the exhibit the results for the six-year 
period as shown by the study indicate that the basis of 
provisions for depreciation made by the company on its 
' books, namely, rates at 1 cent per MCF gas handled, and 
flat rates for certain other classes of depreciable prop¬ 
erty, will approximate over the six-year period the 
amount determined by the study wherein composite 
rates for each class of depreciable property were used. 
[1251] The difference for the six-year period being only 
$27,310. 

On page 7 of the exhibit information was prepared 
to show the cost of gas during the period 1945 to 1950, 
inclusive, by giving full weight to the cost of gas remain¬ 
ing at December 31, 1944, and cost of new gas develop- 
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ment for the six-year period. This amounts to a deter¬ 
mination of costs for that period, by lumping all of the 
cost of developed gas available during the period, rather 
than by using a sustained or cost calculation of the par¬ 
ticular gas as it is being used each year. The figures 
on this page bring out more forcibly the importance of 
the extent that the more expensive gas of the future will 
have on future costs when the cheap gas of the past 
gradually becomes a comparatively small part of the 
total future production. 

Q. That, I believe, completes your statement on the 
explanation of the study? A. It does. 

• * * * * * * | 
[1278] Trial Examiner: You decided that this figure 
here of $2,569,000, representing profits to the affiliates, 
should be in this exhibit? 

The Witness : That is right. 

Trial Examiner: And should be amortized for the 
purposes of this exhibit? 

The Witness: That is true. 

Trial Examiner: Well, if you had left that out, it 
would have made a considerable difference in the results 
of your study, would it not? 

The Witness: To the extent of the amount amor¬ 
tized, it would, yes, sir. 

* * * • * * « 

[1285] By Mr. Goldberg: 

Q. Let me ask you this: are you not the chief 
accounting officer for the company? A. At Ashland, 
Kentucky. 
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[1294] ARTHUR H. KUHN was called as a witness on 

behalf of the applicant, and, having been first duly 

sworn, testified as follows: 

Direct Examination. 

By Mr. Robinson: 

Q. State your full name and address, Mr. Kuhn. 
A. Arthur H. Kuhn. I reside at Evanston, Illinois. 

Q. What is your present position? A. I am man¬ 
ager of the Property & Insurance Division of the Public 
Utility Engineering Service Corporation, Chicago. 

Q. And what is that corporation? A. That cor¬ 
poration is a service corporation or company. It renders 
service to public utility properties, engineering and 
operating services. It is affiliated or controlled by the 
Standard Gas & Electric Company. 

Q. Would you state your business experience and 
educa- [1295] tion? A. I attended the University of 
Michigan, and graduated in 1913 with the degree of Civil 
Engineer. From 1913 to 1914 I was assistant engineer 
for the War Department on the construction of the third 
lock at Sault Ste. Marie, Michigan. 

From 1914 to 19161 was engineer in the Department 
of Examinations and Reports of the H. M. Byllesby Com¬ 
pany, Chicago, Illinois. 

From 1917 to 1919 I was in the Army. 

From 1920 to 1936 I was engineer in the Valuation 
Department of the Byllesby Engineering & Management 
Corporation, Chicago, Illinois. 
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I 

Q. Is that also an affiliate of the Standard Gas & 
Electric Company? A. That is right, and it was succes- j 
sor to H. M. Byllesby & Company in so far as the service 
company is concerned. 

From 1936 to 1944 I was manager of the valuation 
division of the Public Utility Engineering & Service Cor¬ 
poration, which was successor to the Byllesby Engineer¬ 
ing & Management Corporation. 

Since 1944 I have been manager of the Property & 
Insurance Division of that corporation. 

During the past thirty-one years, in my association 
with public utility companies, I have assisted in and 
personally [1296] conducted the preparation of ap- j 
praisals of public utility and industrial properties, in [ 
every section of the United States, and some in Mexico. 

I have appeared in formal proceedings before State reg¬ 
ulatory commissions in connection with the sale and 
acquisition of properties, rate proceedings, financial 
matters, in the States of Oregon, California, North 
Dakota, Oklahoma, Wisconsin and Kentucky. 

I have presented testimony before the Federal Dis¬ 
trict Court in Kentucky, in the Circuit Court of Illinois, 
in connection with matters pertaining to the reorganiza¬ 
tion and recapitalization before the Securities and Ex- j 
change Commission. 

I 

In general my duties have embraced, in addition to j 
inventory and appraisal work, preparation of reports 
and investigations of public utility properties, property 
reports, and the installation of property record systems, [ 
depreciation studies, and matters involving operating 
problems. I have appeared before the State Tax Com- 
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missions of Wisconsin and Kentucky, and have parti¬ 
cipated in problems relating to tax matters, both Federal 
and States. 

In this latter connection, my work has principally 
been involved in the determination of depreciable prop¬ 
erties base and depreciation rates for income tax pur¬ 
poses, and I have participated in the determination of 
these matters for all of the companies, either controlled 
or affiliated with, the Standard Gas & Electric Company. 
[1297] I have also either directed or assisted, or acted in 
an advisory capacity, in the preparation of original cost 
studies of all of the properties controlled or affiliated 
with the Standard Gas & Electric Company. 

In the summer of 1937, the Pennsylvania Public 
Utility Commission, pursuant to rate proceedings then 
pending, requested the preparation of inventories, orig¬ 
inal cost studies, and reproductions estimates of all of 
the gas properties of the companies in the Philadelphia 
Company System, located in Pennsylvania, West Vir¬ 
ginia, and Kentucky. At that time I was asked by the 
company to assist in the preparation of this work in a 
consulting capacity. The direction of this work was 
delegated to a committee of six, of which I was a mem¬ 
ber. Since that time I have been in constant contact with 
these companies relative to the pursuance of this work. 
I have been familiar with the Kentucky West Virginia 
Company since its inception in 1927. 

I assisted in an advisory capacity in the preparation 
of the inventory of the property and the determination 
of the original cost. I consulted with members of the 
organization with regard to tax problems, and have as¬ 
sisted in the determination of depreciation rates for 
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income tax purposes, and in connection with the com¬ 
pany’s depletion and depreciation studies. 

Q. Mr. Kuhn, have you prepared a statement set¬ 
ting [1298] forth the annual depreciation rates for each 
class of depreciable property used in the 1945 depletion 
and depreciation study? A. Yes. 

Q. Which have been identified as Exhibit 68 and 
testified to by Mr. Ruemmele? A. Yes, sir. 

******* 

[1302] Cross Examination. 

By Mr. Wald: \ 

******* 

Q. Well, how do you account for well equipment? 
Do you [1303] consider that depreciable property. A. 
No, well equipment was not considered depreciable 
property in this study. It is depletable property, and 
handled through depletion. 

******* 

I 

[1320] Cross Examination. 

By Mr. Goldberg: 

******* 

[1363] Q. Then, amending my statement to use the 
correct figure of $718,000, is it your statement that, 
based upon the application of the rates shown by you in 
Exhibit 69, the company has charged an annual amount 
of depreciation to its customers in excess of the appro¬ 
priate annual depreciation charge; right? A. When 
considered on an equalized basis over the life of the 
property, that is true. 

• •••••• 
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[1365] Q. Well, don’t you think that it is only equit¬ 
able that the consumer be not charged more than an 
appropriate amount for annual depreciation? A. Yes, 
within reasonable limits, I think that is my concept. 

Q. And isn’t it your testimony that the rates you 
have shown in Exhibit 69 are the rates which will give 
you the [1366] appropriate annual depreciation ex¬ 
pense? A. That is right 

Q. And if the company is charging more than that, 
it is charging an excessive amount; isn’t that so? A. 
Yes, the amount is excessive over my contention. 

»***«*« 

[1383] DONALD B. BEECHER, having heretofore been 
duly sworn, was recalled as a witness, and testified 
as follows: 

Further Direct Examination. 

By Mr. Robinson: 

Q. Mr. Beecher, in your previous testimony, cer¬ 
tain references were made to the future of the natural 
gas producing business and to the future of the possible 
life of coal reserves. Have you ascertained anything 
further with regard to those matters? Have you any 
additional data upon that subject? A. Yes, I have. I 
have some figures available on the estimated life of the 
natural gas reserves as contrasted to [1384] the esti¬ 
mated life of the coal reserves. On February 15, 1939, 
the President of the United States presented to the Con¬ 
gress of the United States a comprehensive study of the 
energy resources of the United States as prepared by 
the Energy Resources Committee. This study was en¬ 
titled “Energy Resources and National Policy,” and was 
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published by the United States Government Printing 
Office in Washington, and was dated 1939. 

I 

As stated in the President’s letter, the report repre¬ 
sents the joint effort of many specialists both within and 
without the Federal Government. 

On page 297 of the above designated report— 

Mr. Wald: Pardon me. Could you give us a refer¬ 
ence to the document number, or something of that sort? 

The Witness: It says “Energy Resources and Na¬ 
tional Policy, Report of the Energy Resources Commit¬ 
tee to the National Resources Committee,” with the 
statement down below: “National Resources Commit¬ 
tee, January, 1939.” 

Mr. Goldberg: It is not published as a Congres¬ 
sional document, is it? 

The Witness: It says “United States Printing 
Office” on the cover. I don’t know. 

Mr. Goldberg: If it were a Congressional document, 
it would either be a Senate document of a House docu¬ 
ment. 

The Witness: It states in the document that it is 
on [1385] sale by the Superintendent of Documents, 
Washington, D. C. 

On page 297 of the above stated report a summary 
statement is made concerning the estimated gas reserves 
in the United States. It reads as follows: 

“The discovery of important gas reservoirs 

since the date of the above estimates, notably by 

deeper drilling in California, the Rocky Mountain 

area, and in the north central states, warrants the 
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opinion that the known natural gas reserves of the 
nation are at least of the order of a hundred trillion 
cubic feet, or in excess of 30 years supply in terms 
of the present high rate of utilization.” 

[1387] On page 281 of the above stated report, a sum¬ 
mary statement is made concerning the expectancy of 
the coal reserves as follows: 

“The life expectancy of our coal reserves has 
been variously estimated to be as great as 4,000 
years, and as little as a few hundred years. The 
probability is that it [1388] lies between the two 
extremes. Even if coal should be called upon at 
some time in the future to supply the demands now 
met by oil and gas, the coal reserves of the United 
States would last about 2,000 years at the maximum 
rate of comsumption of energy from mineral fuels 
in the past, approximately 23,450 trillion BTU’s in 
1929, and assuming a 30 percent loss of coal in 
mining.” 

**•*»*« 

[1471] H. W. RUEMMELE, the witness on the stand at 
the time of the recess, resumed the witness stand 
and testified further as follows: 

Direct Examination (Cont’d) 

By Mr. Robinson: 

Q. Mr. Ruemmele, in connection with your Exhibit 
No. 68, relating to depreciation and depletion for Ken¬ 
tucky West Virginia Gas Company, have you prepared 
some three additional pages in the nature of further de¬ 
tail and supplemental information? A. I have. 
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Q. And are those the three pages (handing docu-1 
ments to the witness), that you have prepared and num- 
bered pages 10, 11, and 12? A. They are. 

Q. And should they be added to and incorporated 
as part of your Exhibit 68? A. I believe they should, j 
These statements give further information than that 
contained in the study, and I think will be helpful in the | 
consideration of the study. 

I 

Mr. Robinson: If the Commission please, I would 
like to [1472] have these three pages added to Exhibit 
68 previously testified to by Mr. Ruemmele, and they | 
are additional pages 10, 11, and 12 of that exhibit, so 
that I think they may carry the same exhibit number, 
and simply increase the number of pages in that exhibit 
from 9 to 12. 

I 

Trial Examiner: Is there any objection to that I 
procedure? 

I 

Mr. Goldberg: Are you going to add them to Ex¬ 
hibit 68 without marking them separately; is that the I 
idea? i 

Trial Examiner: I think it can be done if there is 
no objection to it. 

Mr. Goldberg : I have no objection to that. 

Trial Examiner: The record should be very clear 
that there are presently only nine pages in Exhibit No. 

68, and the addition of these three pages will bring the 
total number of pages up to 12. So long as the record 
is clear and there is no objection, I think it is entirely 
proper. 
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The reporter will please mark these three sheets as 
Kahibit No. 68 for identification and perhaps it would 
be well to attach a note to that, when it is turned in to 
the Secretary, so that he will know what to do with it. 

(Pages 10, 11, and 12 were thereupon marked and 
considered as part of Exhibit 68 heretofore marked for 
identification.) 

******* 

[1473] Cross Examination. 

By Mr. Goldberg: 

<k 

******* 

[1474] Q. Referring to page 2 of Exhibit 68, you there 
show natural gas rights held for future use, in a total 
amount of $2,074,953.81; is that right? A. That is true. 

Q. And under that category, you show wildcat 
acreage in the amount of $699,706.56; isn't that right? 
[1475] A. That is right. 

Q. And that $699,706.56 represents 289,116.69 
acres; is that right? A. That is correct. 

Q. It is a fact, is it not, Mr. Ruemmele, that the 
company anticipates that that acreage will never be 
productive? A. Yes, sir. 

Q. Now, you have been providing and continue to 
make provision, in Exhibit 68, for the amortization of 
this, may I call it, never-to-be-developed acreage, over 
a 34-year period beginning January 1,1928? A. That is 
right. 

Q. Now, since the amortization of this never-to- 
be-productive acreage is not depletion, wouldn’t it be 
more appropriate as a matter of presentation if the 
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amortization provision were eliminated from Exhibit 68 
and set up in a separate schedule? A. That is right. The 
preparation of the Exhibit 68 has followed our past! 
practices in the disposition of items of this nature. Items 
of this nature have been provided for through the deple¬ 
tion accrual. 

Q. Yes, but for rate case purposes, it would be 
more appropriate, wouldn’t it, if we segregated this 
amortization of the $699,000 and set it up apart from 
depletion; isn’t that right? [1476] A. I am not testi¬ 
fying in so far as the rate is concerned. This study was 
prepared in line with the past studies of the company 
prior to any consideration of this rate case. 

Q. I appreciate that. But in presenting depletion 
in connection with this rate case—and let me put your 
mind at ease in this respect, I am not talking about 
disallowing the item, but am only talking about presen¬ 
tation—it would be more appropriate, wouldn’t it, if we 
confined ourselves to depletion, and eliminated matters 
which are not related to depletion, such as the amor¬ 
tization? A. It could be separated and handled as a 
separate item. 

Q. Now, having included it, however, in this deple¬ 
tion study, which is Exhibit 68, it has affected your 
depletion rate, has it not? A. It has. 

Q. And if we were to segregate the amortization 
program that you have for the $699,000 and set it up in 
a separate schedule, the depletion rate in Exhibit 68 
would change; is that right? A. That is true. 

Q. Would it be lower? A. It would be lower to 

| 

that extent. 




240 


Howard W. Ruemmele — Cross. 


Q. Now, still talking about page 2 of Exhibit 68, 
under the category “Natural Gas Rights—Future Use,” 
you have an item of $42,089.02; is that right? [1477] 
A. That is right. 

Q. Does that represent a deficiency in amortiza¬ 
tion of wildcat natural gas rights which have been sold 
by the company? A. It does. 

Q. Do you know how many acres are involved? A. 
15,179 acres. 

Q. The figure I had was 15,379.66. A. I was just 
quoting from memory. I will check it. 15,379.66. 

Q. That is the right acreage? A. That is the right 
acreage. 

Q. When were those acres sold? A. This acreage 
was sold as of December 29, 1943. 

Q. To whom? A. Sold to the Pittsburgh and West 
Virginia Gas Company. 

Q. In other words, there was an inter-company 
transaction there? A. Yes. 

Q. Do you know what the transfer price was? A. 
The consideration was $23,070. 

Q. Where were these natural gas rights located? 
A. Randolph and Upshur County, West Virginia. 

Q. Do you know what the reason for the sale 
was? A. The acreage, as I understand it, does not tie 
into [1478] our Kentucky Gas load in the future, but 
it does, however, tie into possibly the Pittsburgh and 
West Virginia Gas Company development in West Vir¬ 
ginia. 
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Q. When you say it wasn’t tied in, do you mean 
it was not connected or the acreage is so far removed 
from the normal operations of the Kentucky Company 
that the Kentucky Company decided to dispose of the 
West Virginia holdings? A. Due to its location so far 
removed from our West Virginia property, it does not 
tie into our holdings in Kentucky. 


Q. You mean the West Virginia property was $o 
far removed from your Kentucky holdings that the 
company decided to dispose of its West Virginia hold¬ 
ings? A. That is true. 


Q. At the time of the sale, what amount was 
shown on the books of Kentucky West Virginia Gas 
Company as the cost of these gas rights? A. $79,501.6p. 

Q. And what was the amount of the amortization 
reserve considered applicable to those gas rights? A. 
Provision made to December 31, 1943, of amortization 
of $37,412.58. 

j 

Q. So that $42,089.02, which appears on Exhibit 
68, at the date of sale, represented the unamortized cost 
of those gas rights? [1479] A. That is true. 

Q. Now, the $23,070 which you mentioned appears 
on page 3 under the column “Estimated Depletion, year 
1943”? A. That is right. 

Q. And that $23,070, which I have just mentioned, 
should be considered together with the $42,089.02; js 
that right? A-. It should be. 

Q. And so considered, the two figures reflect a npt 
loss of $19,019.02; is that right? A. That is correct. 

Q. Do you consider the $19,019.02 as properly in¬ 
cludable in cost of service A. For the purpose of this 
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study, we have shown the effect of the net loss in the 
year. However, it could be contended that a portion of 
that could be attributed to past periods. 

Q. In other words, although you have presented it 
in your depletion study because you were following the 
practices the company had followed in previous years, 
by the inclusion of the $19,000, you were not intending 
to contend that it represents a cost of service in connec¬ 
tion with this case; is that right? A. That is right. 

Q. It is a fact, is it not, Mr. Ruemmele, that you 
have [1480] considered the 15,379.66 acres represented 
by the $42,089.02, as in the same category as the acres 
represented by the $699,706.56; isn’t that so? A. That 
is correct. 

Q. Referring to page 1 of Exhibit 68, you have a 
category entitled “Developed Leaseholds and Natural 
Gas Rights,” that is near the bottom of the page, in the 
total amount of $1,574,626.09. Now, with respect to 
that category, in determining the depletion rate, it is 
a fact, is it not, that you have determined separate de¬ 
pletion rates for the natural gas rights held under lease, 
and natural gas rights owned by the company? A. I 
have. 

Q. Instead of doing that, you could have deter¬ 
mined one rate, couldn’t you, by combining the produc¬ 
tion of the leasehold and the natural gas rights owned? 
A. That is true. The segregation between the two gives 
a closer sustained rate, more accurate sustained rate? 

Q. Well, the leaseholds, and gas rights for which 
you determined separate depletion rates are in the same 
gas producing areas, aren’t they? A. That is right. 
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Q. And the gas from both categories is commingled 
in the lines of the company, isn’t it? A. That is right. 
[1481] Q. Well, in view of that fact, don’t you think it! 
would be more appropriate to combine the production 
and determine one depletion rate ? A. It could have been 
done that way. 

Q. Wouldn’t your method of segregating the two 
have a tendency to distort the depletion rate rather 
than to present a more accurate one? A. The method 
used by me in determining this depletion would more 
closely approach an individual sustained calculation on 
each particular lease than by taking it on a total basis. 

Q. Taking it and determining an average? A. And 
determining an average. 

Q. Well, I wonder if we could discuss an example 
that might develop your thinking on that. If we had an 
investment house owning a portfolio of securities which 
it had purchased at varying costs, and then it sells some 
of those securities, if the investment house attributed 
to the securities sold the lower cost it had incurred when 
it purchased them, would the profits it reflected be con¬ 
sidered by you as an accurate reflection of the profit 
they had made? Would you like to have that hypothesis 
read to you? A. I am not sure I can answer that. If 
I could explain the position with regard to this segre¬ 
gation, why, the attempt was made to break the elements 
of depletion down as far [1482] as possible. It was im¬ 
possible for us, with our records, to go beyond the sep¬ 
aration between lease and fee, and that was as far as we 
could go in the separation. So in determining depletion 
on leaseholds, we broke the reserves between fee acreage 
and leased acreage, and we broke the acreage the same 
way. 
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Q. Well, the point I was making in giving you the 
hypothesis was to point out to you that an individual 
basis might, on its face, appear to give you a more accu¬ 
rate result when the fact of the matter is it distorts 
the result. Now, in the case of the investment house, 
if it assigned the lower cost of the securities it had sold, 
instead of taking an average of the cost it had incurred, 
when it purchased the securities, it would be distorting 
the profits, wouldn’t it? A. I wouldn’t know that. 

Q. You don’t feel you can answer that? A. No. 

Q. In any event, Mr. Ruemmele, you will agree, I 
think, as you have already indicated, that either method 
could be used—that is, the method you followed or the 
combination? Either method is acceptable in arriving 
at the depletion rate? A. That is true. 

Q. Now, still continuing with page 1 of your Ex¬ 
hibit 68, I would like to discuss with you further the 
method you followed in determining the annual depletion 
rate for leaseholds and natural gas rights. If I under¬ 
stand the method you [1483] followed in the exhibit, 
you gave effect to the revision of the estimated ultimate 
recoverable gas in the years in which revisions were 
made; is that right? A. That is true. 

Q. And there have been revisions upward every 
year since 1936? A. Yes, sir. 

Q. In other words, if we were to assume a revision 
upward in 1940, which actually did occur, in determining 
the annual depletion rate for that year, the revision is 
given effect in the year 1940, is it? A. I believe in the 
case of leaseholds it was. 

Q. How about natural gas rights owned? Didn’t 
you do the same thing? A. Yes. 
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Q. Both categories? A. Both categories. 

Q. Now, your revision for each year does not affect 
the depletion computations for any year, then, imme¬ 
diately preceding the date for which the revision is 
made? A. That is correct. 

Q. Now, with respect to well construction and 
equipment, however, you gave effect to the revision up 1 
ward in all of the years of the well’s existence; isn’t; 
that right? A. That is correct. The effect was given 
to the reserves [1484] estimated for that well at the 
end of 1944. 

Q. In other words, if I understand what you have 
just said with respect to well construction and equip! 
ment, you did give effect to the revision for all of the 
years preceding the date when the revision was madej 
is that right? A. That is correct. 

Q. Which is in contrast to the method you 
with respect to developed leaseholds and natural gap 
rights, where you didn’t give effect to the division in the 
years preceding the date of revision? A. That is correct! 

Q. In determining the depletion rate of producj 
tive leases and gas rights, you grouped your lease rights 
and then grouped the gas rights owned, and set up rates; 
for each class; isn’t that right? A. That is right. 

Q. But with respect to the determination of th4 
depletion rate on well construction equipment, you didn’i 
follow that method? A. That is true. 

Q. You determined your annual depletion rate op 
an individual well basis? A. That is correct. 

Q. Now, in so far as the leases and gas rights are 
being depleted as groups and the wells are being de- 
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pleted in- [1485] dividually, isn’t it a fact that you 
haven’t followed consistent methods in determining 
your depletion rates? A. To that extent, it is true. 

Q. You oould have, in determining your depletion 
rates on well construction and equipment have used the 
group basis rather than the individual well basis had 
you elected to do so; isn’t that right? A. Had we elected 
to do so, that would be true. 

Q. Yes, that would be an appropriate way to do it, 
wouldn’t it? A. No, I personally think that the indi¬ 
vidual well basis is the better way of doing it. 

Q. The other method is acceptable even though 
you personally may feel that the method you followed 
is, in your opinion, the more appropriate one? In other 
words, if I understand you, you believe it is more appro¬ 
priate to follow inconsistent methods than it is to follow 
consistent methods; isnt’ that right? A. That is not 
true. The lease calculation could have been changed 
to the other basis of calculation. 

Q. In other words, you could have followed con¬ 
sistent methods rather than inconsistent methods; isn’t 
that so? A. The data with respect to the individual 
leases was not available at the time the calculation was 
made. So the calculation of depletion was done on a 
group basis. 

[1486] Q. That is why you followed the group basis, 
because the data was not available? A. That is true. 

Q. Had you had the data, you would have followed 
consistent methods? A. Had we had the data, we would 
have reflected the cost of each lease and made the similar 
computations as we did in the case of the wells. 
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Q. But in following the group method as you did 
with respect to leases on the individual well basis on 
construction and equipment, the result was that you fol¬ 
lowed inconsistent methods; right? A. The study was 
inconsistent in so far as the two computations were con¬ 
cerned. 

Q. That is right. Now, you say that had you had 
the information you could have followed consistent 
methods, that is, an individual well basis for the leases, 
as well as the other category? A. That is true. 

Q. Logically, then, does it not follow that the group 
basis for well construction and equipment, as well as 
the group basis for the leaseholds, which you did follow, 
is an appropriate way of determining the depletion 
rate? A. I feel that the individual well depletion basis 
is the appropriate way of determining depletion. 

[1487] Q. Well, if you followed an individual well basis 
with respect to construction and equipment, shouldn’t 
you follow an individual well basis with respect to lease¬ 
holds ? A. That is true. 

Q. But you didn’t. Now, having followed the j 
group basis with respect to leaseholds, isn’t it more 
appropriate to be consistent and follow the group basis j 
with respect to construction and equipment? A. It is j 
our hope that the records will be in such shape that we j 
can follow the individual basis in both cases in the ! 
future. 

Q. But you couldn’t follow consistent methods 
now, and since you couldn’t follow consistent methods, 
wouldn’t it have been more appropriate in an attempt to 
achieve consistency, or at least equally appropriate, to 
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have used the group basis for the well construction and 
equipment? A I don’t think so, necessarily. 

Q. Then, are we not driven to the conclusion that 
you feel that it is appropriate to follow inconsistent 
methods in determining the depletion rate? A. For this 
particular year, it was true. 

Q. Your study, in Exhibit 68, with respect to de¬ 
pletion, shows an over-accrual for depletion, in an 
amount of something over 2 million dollars, doesn’t it? 
That is the difference between the reserve for depletion 
per books, and per your [1488] study? A. What page 
are you referring to? 

Q. I wasn’t referring to any page of the exhibit, 
but I think the information does appear on your page 
6, if I am not mistaken, of Exhibit 68. My question was 
simply this: you show, according to your study, when 
contrasted with the book provision, an over-accrual per 
books of something over 2 million dollars for depletion. 
Is the 2 million dollars for both? I thought the two 
million dollars was simply for depletion? A. No, $1,657,- 
201.67 is depletion. 

Mr. Wald: Where does that last figure appear in 
the exhibit? 

The Witness: Page 6. 

By Mr. Goldberg: 

Q. In other words, you say the excess of the re¬ 
serve per books over your study is $1,600,000; is that 
right? A. That is right. 

Q. And that provision per books has been made 
for depletion on an MCF basis; that is, some cents per 
MCF produced without regard to acreage? A. That is 
right. 
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Q. In other words, according to your study, view-| 
ing the question of depletion broadly, it would appear! 
that you have concluded that the company has mor^ 
than sufficiently [1489] provided for its depletion in the 
past; is that right? A. The question is whether the 
company has—your statement is true in so far as sus¬ 
tained depletion is concerned. 

Q. That is what we are talking about, isn’t it? A. 
The question as to whether the company has more than 
amply provided for depletion in the past, would depend 
upon the life of the enterprise. 

j 

Q. Well, isn’t the purpose of your study to show 
to the Commission that the provision for actual sus-j 
tained depletion per books is in excess of the actual j 
sustained depletion? A. That is true. 

Q. So my statement is correct, is it not, that, view- j 
ing the question of depletion, you have in your study 
purported to say that the company has more than suf¬ 
ficiently provided for depletion in the past? A. Sus¬ 
tained depletion in the past? 

Q. Yes. A. That is correct. 

Q. Going back to page 1 of Exhibit 68, you show, 
down near the bottom of the page, an item of $27,752.47, 
which is described as cost remaining—not depleted—de¬ 
veloped leaseholds and natural gas rights sold. And that 
item is similar to the $19,019.02 we have already dis-1 
cussed, isn’t it? [1490] A. That is true. 

j 

Q. And whatever treatment is appropriate for the 
$19,000 is appropriate here? A. That is true. 

Q. Staying on that same page, immediately below 
the $27,752.47, we find an item of $28,801.42, which you 
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have designated as “Old Lease Cost on Renewed Leases, 
Developed at December 31,1944,” Does that amount rep¬ 
resent the first cost of leases which were renewed and 
became operative? A. That is corrct. 

Q. Now, should renewal costs associated with 
those leases and gas rights be treated as rentals or capi¬ 
talized? A. The company considered in its accounting 
that the first cost of these leases are capital. 

Q. I wasn’t talking about the first cost. My ques¬ 
tion was directed to renewal cost. Should renewal cost 
associated with those leases and gas rights be treated 
as rentals or capitalized? A. In connection with that, I 
would like to say that the leaseholds as classified by Ken¬ 
tucky West Virginia Gas Company include both the cost 
of the first lease, and the cost of any subsequent re¬ 
newals. This classification being in accordance with the 
past accounting practices of the company. At the time 
of our decision as to classification, we were unable to find 
a reference in the Federal Power Classification [1491] 
accounts to account for renewal of leases; however, I be¬ 
lieve that the National Association of Railroad and Util¬ 
ities Commissioners have issued an interpretation on 
this point which stated that the renewed cost should go 
to Account 510, Lease Rentals. 

Q. I think that gets away from the question a little 
bit. Maybe I had better have your answer read. My 
associate seems to feel you did answer the question. 
A. I believe I did. I wanted to state our position as to 
the way it was handled, and later on— 

Q. In other words, you are saying now it should be 
treated as rentals and not capitalized? A. Yes, and I 
would like to further say that the amount of renewed 
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I 

I 

leasehold cost in the inventory is only approximately 
$4,000. 

Q. You mean of the $28,000— A. The renewal 
cost is about $4,000. 

I 

Q. In the same column you show an amount of 
$1,518,072.20, as developed leasehold and natural gas 
rights. Now, you have included in the $1,518,072.20 the 
renewal cost applicable to the leases represented by the 
$28,801.42; is that right? A. That is correct. 

Q. And to the extent that the renewal cost relating 
to the $28,801.42 are included in the $1,518,072, such re¬ 
newal [1492] costs should be removed? A. That is 
correct. 

Q. You say that renewal cost is $4,000? A. On 
both the developed leases and the 100.4 leases. 

Q. And that will alter the figures right across the 
page, page 1? A. That is right. 

I 

Q. Referring to page 2 of Exhibit 68, you show 
leaseholds held for future use in a total amount of 
$734,444.39; and as a part of that category, there is an i 
amount of $67,082.37, representing old lease cost on re¬ 
newed leases; is that right? A. That is right. 

Q. And that $67,000, like the $28,000 we have just 
discussed, represents the first cost on renewed leases; is 
that right? A. That is right. 

| 

Q. And the renewal cost which we have now agreed 
should be treated as rentals and not capitalized, have 
been included in the $217,563.61, which appears on page 
2 immediately below the $67,000 item; is that right? 
A. Right. 
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Q. What is your answer? A. That is right. 
[1493] Q. So that the action appropriate to the renewal 
cost related to the $28,000 is appropriate here, and there 
should be an e limin ation of the renewal cost; is that 
right? A. That is right. 

Q. The question is how much, if you know, right 
now. A. The amount of this renewal cost? 

Q. The amount that should be eliminated of the 
$217,563.61. A. I don’t have that right now. 

Q. I notice that, in the depletion columns for the 
years 1942,1943, and 1944, on page 2, you are providing 
$4,000 a year for amortization of leaseholds, and in the 
years 1945 to 1950, inclusive, you are providing $3,000 a 
year. Now, the leaseholds you are there amortizing may 
represent leases which will eventually be developed and 
go into service; is that right? A. That is not true. The 
lease cost which we are amortizing is a portion of the 
lease cost that will eventually be surrendered. 

Q. Well, you have got $217,563.61 as the gross con¬ 
struction cost to December 31, 1944, of leaseholds held 
for future use; right? A. That is right. 

Q. Now, is it your statement that all of those leases 
will be abandoned? A. No. In arriving at the $4,000 
and the $3,000 amounts, [1494] we have made allowance 
for the development of certain leases. 

Q. In other words, you are saying that a portion 
of them you expect will be abandoned, and a portion 
will be developed? A. That is right. 

Q. Does this amortization relate only to that por¬ 
tion which you have estimated will be abandoned? A. 
Will be abandoned or renewed. 
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Q. Now, in saying “or renewed,” are you not there 
agreeing with me that you are providing amortization 
for leaseholds which may eventually go into service, 
and may never be abandoned? Isn’t that right? A. To 
the extent of the renewed leases, that is true. 

Q. Yes. Now, you say you have made a segrega¬ 
tion. What is the segregation you have made of $217,} 
563.61? A. I believe, if I read this statement, it may 
clarify your understanding of how those items ard 
handled. 

Q. All right. A. A reserve method for abandoning 
leases was used in this study to determine annual 
charges to cover probable loss on abandonment of leased 
holds which have never been productive. Cost of leaseH 
holds was spread over the term of each lease. Estimated 
cost of leases to be acquired through the year 1950 was 
also spread on a similar basis. The estimates of the 
cost of acreage developed were made by years through 
the year 1950, and this full cost of developed leases was 
ap- [1495] plied to the total amount of amortization for 
the year in which the development occurs. The result¬ 
ing amounts shown for each year indicates that the 
annual amounts of amortization of $4,000 for some 
years, and $3,000 for other years, as shown by the study, 
is reasonable. 

Q. I don’t know whether that helps me too much, 
but what I am trying to get at—although I appreciate 
your trying to help me out—is this: I understood you 
to say that the $4,000 a year provision made in 1942, 
1943, and 1944, and the $3,000 projected provision for 
1945 through 1950, represents provisions for the amor¬ 
tization of leaseholds which may be abandoned and 
leaseholds which may eventually go into service; is that 
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right? A. To the extent, I said, that the leases are 
renewed, and later transferred in amount to the devel¬ 
oped lease account. 

Q. Well, suppose at the time the lease goes into 
service you have amortized the costs fully. What do 
you do under those circumstances? A. In either case, 
whether it is fully amortized or whether it is partially 
amortized, the transfer between 100.4 and 100.1 is taken 
at its full cost. And that consideration has been given 
in arriving at the $4,000 and the $3,000 amounts. 

Q. So that you are setting up a reserve without 
identifying the lease? [1496] A. That is true. 

Q. Now, what experience data do you have that 
backs up your provisions of $4,000 a year for 1942, ’43, 
and’44, and $3,000 for 1945 through 1950? A. The data 
that I have would indicate that the balance at the end 
of 1950 of $24,000 is sufficient to take care of eight 
years similar to the year 1950. 

Q. Well, have you reached a conclusion based upon 
experience which enables you to tell us what provision 
you must make for the $217,563.61 portion, which will 
be abandoned? In other words, what portion of the 
$217,000 will be abandoned, and over how many years 
must you make provision for it? A. May I ask about 
the word “abandoned”? Do you mean leases surren¬ 
dered and renewed, and surrendered and not renewed? 
Both cases? 

Q. Well, let’s take it on the basis upon which you 
reached your conclusions. A. My conclusions are made 
on the basis of amortizing the costs of the leases that 
will be surrendered, and then also amortizing the costs 
of leases that will be surrendered and renewed by other 
leases. 
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Q. In other words, you have given me two cate¬ 
gories, costs of leases surrendered and costs of leases 
surrendered and renewed by other leases; is that right? 
[1497] A. That is true. 

I 

Q. Now, how do you relate the $217,000 to those 
two categories ? A. The $217,000 would include the cost 
of leases that will be surrendered and not renewed, the 
cost of leases surrendered and renewed prior to develop-- 
ment, and the cost of leases to be developed. 

Q. Well, you have amounts related to those cate¬ 
gories, have you not? A. I have the amounts with 
regard to the developed leases, but I have considered 
the other two categories as one item. 

I 

[1498] Q. Well, suppose you give me the segregation 
of the $217,563.61 that you have reached by the various 
categories you have named? A. Of the $217,563.61, we 
estimate that $21,600 will be developed within the period 
to December 31,1950. 

Q. All right. Go on. A. The two categories were 
considered in one total amount since the study makes 
provision for the full amortization of the amounts. 

Q. That is the balance of the $217,000 takes in the 
two other categories? A. That is true. 

Q. Now, you say that you have considered the bal¬ 
ance as representing the other two categories. Can you 
tell us, based upon experience data of the company, how 
much should be attributed to one category and how much ! 
to the other? A. I can not. 

Q. You made no attempt to make that segregation; 
isn’t that so? A. That is true. 
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Q. So that the four thousand dollars and three 
thousand dollars provisions you made are entirely judg¬ 
ment figures that you have arrived at, is that right? 
A. That is true. 

Q. You could have put in six thousand dollars? 
[1499] A. No, the six thousand dollars would be ex¬ 
orbitant and a provision that we feel would be unreason¬ 
able. 


Q. Well, what enables you to say it would be ex¬ 
orbitant? A. To make the provision of a greater 
amount would leave you a smaller balance at the end of 
1950, which we feel is necessary for the future. 

Q. In other words, you worked backwards on this, 
didn’t you? A. I think that is true. 

Q. You had the result you wanted to arrive at and 
then you made your provisions for amortization fit that 
result, isn’t that right? A. We made the determination 
each year and studied the balances of all the years and 
arrived at the amortization which we thought would be 
proper to take care of the proper rate of amortization. 

Q. Well, what I am trying to get from you is some 
demonstration, by reference to the company’s experi¬ 
ence, that your provisions are justified. Now, you put 
down $4,000 for the year 1942. Did you just reach up 
into the air and come up with $4,000, or did you have 
experience of the company, which enabled you to study 
that experience and decide that $4,000 a year, to 1944, 
was appropriate, and $3,000 a year for 1945 through 1950 
was appropriate? A. A study of the amortization gives 
us this result. [1500] Amortizing the $217,563.61 over 
the term of the leases making up that amount, for ex- 
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ample, gave us in the year 1946, $5,813.94. The addi¬ 
tions which we expect to leaseholds in 1945 and 1946 give 
us an additional amortization of $450. 

I 

We estimate that in the year 1946, $4,500 in leash 
costs will be transferred to the developed section. The 
net of these two amounts is $1,763.94. This same deter* 
mination was done for each year and the balances for 


the years 

show: 

1945 

$1,506.22 

1946 

$1,763.94 

1947 

A red figure $1,334.68 

1948 

A red figure $789.79 

1949 

A red figure of $817.84 

1950 

A red figure of $582.53. 


In considering the results as shown by each year, 
in order to equalize a rate over those years, the amount 
of $3,000 was arrived at. 

1 

Q. Did you develop those estimates yourself? 
A. Yes, sir. 

Q. Is that paper you are looking at the working 
paper in support of these $4,000 estimates? A. That is 
true. 

Q. Perhaps we could shortcut this if you will let 
us have that to look at this evening. A. You may 
have it. 

[1501] Q. And then we can question you about it if we 
feel the papers don’t adequately explain it to us. 
A. Certainly. 

Q. Thank you very much. Just one or two more 
questions and then I think we can get away from this 
item. The $4,000 and the $3,000, you said, represents 
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amortization rather than depletion, doesn’t it? A. That 
is true. 

Q. And, very much like that wildcat acreage item 
we discussed a little while ago, it is a sort of an item 
that more appropriately should be segregated and set up 
in another schedule rather than included in a depletion 
schedule, isn’t that so? A. It could be done. 

Q. Yes, and that would change the rates of deple¬ 
tion again? A. That is true. 

Q. Do you consider that these amortization pro¬ 
visions you made for leases are proper cost of service 
items? A. I feel that these amounts are proper for 
this particular study, but if you have reference to cost 
of service with regard to the rate base, why I couldn’t 
answer that question. 

Q. In other words, by its inclusion in this Exhibit 
68 you are not saying that you consider it a proper cost 
of service item in connection with this case? [1502] 
A. That is true. 

Q. Let’s stay on page two of Exhibit 68, and di¬ 
recting your attention to the category “Natural Gas 
Rights Leased to Others”, which appears on that page 
in the total amount of $75,980.60, does the inclusion of 
that amount in your depletion study comply with the 
requirements of the Federal Power Commission System 
of accounts? That is, insofar as determining cost of 
service for this company is concerned? A. I don’t know. 
I am not able to answer that question. 

Q. Do you have a copy of the System of Accounts? 
A. Yes, sir. 
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I 

I 

Q. Will you look at Account 508, which is described 
as “Income from Gas Plant Leased to Others”, appear¬ 
ing on page 81. I take it you are familiar with the text 
of that account? A. Yes, sir. 

Q. If you will look at paragraph C of the text of 
that account which appears on page 82, we find, don’t 
we, that depletion with respect to gas plant leased to 
others is to appear as part of account 508, isn’t that 
right? A. Yes, sir. 

Q. In other words, depletion with respect to gas 
plant leased to others should not appear as a part of 
account 503.2 which is amortization and depletion of 
producing natural gas land and land rights, that is gas 
plant in service, isn’t that right? [1503] A. Again, I 
have followed our past accounting practices in the prep¬ 
aration of this schedule. 

I 

i 

Q. Yes. That is why I qualified my question by 
stating in connection with determining cost of service 
in this case. A. There is no connection in the way in 
which this is handled in our study and what may be cost 

of service in the case. 

' 

Q. I see. I think you will agree with me that in 
regard to cost of service, gas plant leased to others is 
a part of account 508, and not a part of account 503.2 
isn’t that so? A. That is right. 

__ . | 

Q. In the year 1942 column on page two of Ex¬ 
hibit 68, you show $798.10 as the estimated depletion for 
that year of natural gas rights leased to others, $15,- 
122.98 in 1943, and $3,054.56 in 1944. Will you please 
explain the reason for the wide variation in those three 
years? A. The chief reason for the size of the amount 
in 1943 is due to the inclusion of a writeoff of a certain 
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acreage which the company had leased to Moore & Mar¬ 
cum, and in the judgment of the engineers of the com¬ 
pany favorable d rillin g is unlikely for this acreage. The 
amount is $12,912.36. 

Q. In other words, you have included in this year 
1943 an item of $12,000 which we may say is similar 
to the $19,000 item we have already discussed? A. That 
is true. 

Q. And could receive a like-treatment? [1504] 
A. That is true. 

Q. In your opinion, then, considering the inclu¬ 
sion of the $12,000 in the $15,000, there is a closer align¬ 
ment between the years 1942, 1943 and 1944, is that 
right? A. That is right. 

Q. Are there any other items that are involved 
in the provisions for 1942, 1943 and 1944 of a nature 
similar to the $12,000 you have just mentioned? A. No. 
The reason for the increase in 1943 and 1944, after giv¬ 
ing consideration to the $12,900 item, is that the com¬ 
pany leased additional acreage which had been depleted 
in 1943 and 1944. 

Q. Let’s go to page eight for a moment. A. Yes, 
sir. 

Q. In the column entitled “Number of new wells 
drilled deeper”, how many of the wells in each of those 
years 1945 to 1950 are wells that will be drilled deeper? 
A. I am unable to say. That information could possi¬ 
bly be obtained from our engineers, or— 

Q. Perhaps I should ask you first, who supplied 
the information in your direct testimony? I think you 
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said the operating department. A. Operating depart¬ 
ment. 

Q. Who in the operating department supplied you 
with the estimates that appear on page eight? [1505] 
A. These were supplied by Mr. Dufendach, through Mr. 
Beecher. 

Q. Did Mr. Dufendach supply you with all of the 
figures that appear on page eight, or are you respon¬ 
sible for some of them? A. Mr. Dufendach supplied 
this information. 

Q. Does that mean you can not give me an expla¬ 
nation of the figures that appear on page eight, but that 
I must look to Mr. Dufendach for an explanation? A. I 
am able to give you certain general information. 

Q. Well, then, perhaps as we go along you can tell 
us what you know, and refer us to Mr. Dufendach with 
respect to the matters upon which you have no personal 
information. You say you are unable to tell us how 
many of the 90 wells appearing in each of the years 1945 
through 1950 will be drilled deeper and how many repre¬ 
sent new wells, is that right? A. That is right. 

****### 

[1506] Q. I think, Mr. Ruemmele, without going into 
the merits of the figures on page 8 of exhibit 68, we can 
discuss certain of the methods you followed in exhibit 
68. This is true, is it not, that even though you cannot 
tell me how many of the 90 wells represent deeper drill¬ 
ing, some of the 90 wells do represent deeper drilling, 
is that right? A. Some of them may represent deeper 
drilling. 
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Q. Yes, and to the extent that there will be deeper 
drilling, there will be additional reserves resulting from 
that deeper drilling, is that right? A. That is true. 

Q. And I suppose you cannot tell us the amount 
of the additional reserves from deeper drilling? A. No, 
I can’t. 

Q. Have you included in your depletion study the 
additional reserves available from deeper drilling of 
wells in the years preceding 1945 as part of the first 
drilling of the wells? A. I have given consideration to 
the inclusion of deepening, but I have not included any 
deepening reserves in this study. 

Q. At all? I was speaking of the years prior to 
1945, first. [1507] A. The deepenings prior to 1945? 

Q. Yes. A. Yes. 

Q. Have you given effect to those? A. I have, yes. 

Q. Now, you gave effect to it as part of the year 
in which the well was first drilled, is that right? Assume 
that the well was drilled in 1925. A. That is true. 

Q. Then there was deeper drilling in 1930 result¬ 
ing in additional reserves. You added the additional 
reserves to the year 1925, or year of first drilling, is 
that right? A. That is true. 

Q. Now do I understand you to say that you have 
not given effect, in your depletion study, to additional 
reserves in future years, that is, from 1945 to 1950? 
A. As I said before, I have given consideration to the— 

Q. Deeper drilling? A. (continuing) — deeper 
drilling, but I have not included deeper drilling in the 
computations. 
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Q. Well, how can you give effect to it— A. Con¬ 
sideration. 

Q. Well, how can you give consideration to it when 
you do not include it in your depletion rate? It has an 
effect on the rate, has it not? [1508] A. If there were 
deepening, possible deepening of the wells? 

Q. Yes. A. I considered it at the time the study 
was made, and since it was an opinion of our engineers 
that they could not definitely state which wells, or how 
many wells would be deepened, we did not consider this 
factor as definite enough to justify its inclusion in the 
study. Whether a well is to be deepened involves a 
thorough study of the well and of the characteristics 
of the well, and the producing sands in the vicinity of 
the well. This can only be determined at a time, near 
the point, when the shallow gas has become exhausted. 
Also, it is not possible for us to forecast, in deepening 
jobs, how many of the deepening wells will result in dry 
holes and how many will be productive in the new for¬ 
mation. 

Q. Well, as I understand the estimate on page 8, 
it shows new wells and wells drilled deeper, right? 
A. Yes. 

Q. There is an anticipation there of deeper drill¬ 
ing of certain wells already in existence, is that right? 
A. I am unable to say whether there are any deepening 
jobs in that, and if there are, they have been included j 
in these totals. 

Q. In other words, you took page 8 from Mr. 
Dufendach. [1509] Now, when Mr. Dufendach handed 
you page 8, and you stated that he handed it to you in 
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the form in which it appears on page 8, is that right? 
A. Right 

Trial Examiner: Headings and all? 

By Mr. Goldberg: 

Q. He put the headings on it? A. That is right. 

Q. And you didn’t discuss the headings with him? 
A. Yes, any deepening wells would be included in these 
figures, but as I said before, what deepenings there 
would be were not definite enough for me to consider 
in the study. 

Q. In other words, although Mr. Dufendach told 
you there would be deepening of wells, he did not give 
you sufficient information to enable you to give effect 
to deepening in the years 1945 to 1950, inclusive, in 
determining your depletion rate, is that right? A. Yes, 
sir. 

Q. So you proceeded to ignore the fact that wells 
may be deepened, is that right? A. That is right. 

Q. To the extent that there will be an additional 
reserve; had you had that information you would have 
included it, is that right? A. If we knew the wells that 
would be deepened, we [1510] would have considered 
the reserves and also the cost of the deepening. 

Q. Well, suppose you had an estimate of reserves 
resulting from deeper drillings, at the time you made 
your study. First, would you have given effect to those 
additional reserves in the first year of the well to which 
it was related, as you have already done with respect 
to the wells that were deepened? A. The future wells, 
the depletion on the future wells is computed by totals. 
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Q. I think I can help you out. I want to spread 
your thinking on the record here, so that all of us will 
understand it. Up to the year 1944, you had instances 
of deeper drilling of wells, is that right? A. Yes. 

Q. That deeper drilling resulted in additional re¬ 
serves? A. That is right. 

Q. You added those reserves to the year in which 
the well was first drilled, to the shallow sands, is that 
right? A. That is right. 

| 

Q. Now, there may be deepening of wells in the 
years 1945 to 1950, inclusive? A. That is right. 

Q. That deepening of wells may result in addi¬ 
tional [1511] reserves, is that right? A. That is right. 

Q. Now, that is, the reserves available from the 
deepening of the wells in 1945 to 1950, inclusive,—would 
you treat the additional reserves in the same manner 
that you treated the additional reserves related to the 
wells drilled up to December 31, 1944? A. I think so, 
if I knew that there would be deepened jobs. 

Q. And you had an estimate? A. And had an 
estimate, I would have added the reserves and the esti¬ 
mated cost of deepening, if I knew what the cost of I 
deepening would be. 

Q. Suppose you had only the estimated additional 
reserves resulting from the deepening. First, would you 
add that to the year in which the well was first drilled? 
A. I believe that would be proper, and of course, you 
would add the cost along with that. 

Q. Yes. With respect to the money relating to the 
wells drilled up to December 31, 1944, you added the 
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additional cost to the first year also, did you not? 
A. That is right. 

Q. And you say that you would treat the reserves 
resulting from deeper drilling in the years 1945 to 1950 
in the same way and would also treat the estimate of 
money in [1512] the same way, is that right? A. If we 
knew that there were certain deepenings, to be sure. 

Q. Now, if you had only the estimated reserves, 
but didn’t have the estimate of the money, you could 
still add the reserves to the first year of drilling, could 
you not? A. No, I could not. 

Q. Well, couldn’t you include the MCF resulting 
from the deeper drilling without inclusion of the costs, 
and then when the wells have been drilled deeper and 
the costs are actually incurred and are available to you 
include the costs at that time and deplete the costs in 
relation to the reserves remaining at that date? Couldn’t 
you do that? A. That would be true in the case of 
leases, where you have the cost as relating to all of the 
reserves possibly on the well, but computing depleting 
on gas wells, you would have to have the money and all 
the reserves. Otherwise, your rate would be affected 
considerably. 

Q. Well, isn’t your rate affected right now by the 
way you have handled it? A. Well, I think the rate, 
the way I have handled it, is proper. 

Q. Though you have given no effect to additional 
reserves resulting from deeper drilling in the years 1945 
to 1950? [1513] A. That is true. 

Q. So that your rate, to the extent that that is 
omitted, has been affected by the omission, isn’t that so? 
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A. To the extent that if there were deeper drilling, the 
rate might be affected to some extent. 

Q. Well, you know that to be a fact, do you not, 
that there will be an effect on the rate ? A. There would 
be some effect on it. 

Q. Yes. Now then you say that you could add the 
additional reserves relating to the leases where deeper 
drilling is to take place, even though you do not have 
the money, and that would be proper, but you can’t do it 
with respect to natural gas rights owned. Did I under¬ 
stand you to say that? A. No, I was referring to the 
theory of adding reserves, and not money, to leases, but 
in computing depletion on wells, reserves and money both 
must be added together to get an average rate. 

Q. In other words, you are saying that you can 
add reserves without money where leases are concerned, 
but you cannot add reserves without money where well 
costs are concerned, is that right? A. That is true, the 
relationship of a lease would have an effect on all the 
reserves of the wells, but in the case of wells you would 
have to add all the costs if you were going to add all the 
reserves. 

[1514] Q. Shouldn’t part of the first drilling cost be 
pro-rated over the deeper drilling of the well? A. A 
certain portion of it would be. That is true. 

Q. And that is what you have done already with 
respect to the deeper drilling of wells prior to December 
31,1944, is that not so? A. That is true. 

Q. But you have not done it in so far as wells will 
be drilled deeper from 1945 to 1950, is that right? 
A. That is right. 
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Q. Isn’t this true, Mr. Ruemmele, that as a result 
of your not having given effect to an estimate of addi¬ 
tional reserves, resulting from deeper drilling in the 
years 1945 to 1950, by the time the deeper drilling takes 
place you may have amortized all of your costs asso¬ 
ciated with the first drilling; is that not so? A. That is 
true. 

Q. So that no part of that first cost will be pro¬ 
rated over the deeper drilling, is that right? A. That is 
true. 

Q. That affects your figures on page 1, under the 
category, “Well Construction and Equipment,” does it 
not? A. If there are deepenings, that would be affected. 

Q. Yes. Now, directing your attention to an item 
of [1515] a credit amount of $37,338.02 on page 1 of 
Exhibit 68, which you have designated as “Salvage Re¬ 
lating to Partial Well Retirements,” and also directing 
your attention to the $13,630.53, which you have desig¬ 
nated as “Expenses Relating to Partial Well Retire¬ 
ments,” you testified—by the way, that gives us a net 
salvage of $23,707.49? A. That is true. 

Q. You testified at page 735 as follows, beginning 
on line 13: “The basis of depleting these items is the 
determination of a rate by dividing the net salvage re¬ 
maining in each year, plus the net additions for the year, 
by the total developed gas reserves available for each 
year, and this rate is applied to the annual production.” 
Would it be correct to say that you depleted the net sal¬ 
vage at the end of each year on the basis of the ratio of 
the gas produced in each year, to the total gas reserves 
available in each year? A. I believe that is true. 
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I 

Q. That is what you meant by that statement? 
A. That is right. 

I 

Q. In spreading the resulting net salvage of 
$23,707.49, did you use an individual well basis or a 
group basis? A. I used a group basis. 

Q. But in connection with depleting gas-well costs, 
you used an individual well base, is that right? 
A. That is true. 

I 

[1516] Q. Now, so far as your depleting well costs on 
an individual basis is concerned, and the net salvage on 
a group basis, you have there employed inconsistent 
method, is that not right? A. That is true, and I say 
again that the salvage by individual wells, was not avail¬ 
able at the time this study was made and due to the time 
limitation of getting this study prepared, I used the 
shortest method, which was the group basis. 

Q. Consistent methods are more preferable to 
inconsistent methods, aren’t they? A. Depletion would 
have been handled on an individual well basis to be con¬ 
sistent, if the information was available. 

i 

Q. That is not my question. Consistent methods 
are more desirable than inconsistent methods, are they 
not? A. I think so. 

Q. Now, the individual well records which you have 
developed, to deplete gas well costs, do not reflect all 
the facts relating to the well, is that not so? In other 
words, you don’t relate the net salvage to the individual 
wells, and therefore, you do not have the information 
available as to each well? A. The net salvage is not—on 
wells remaining—is not added to each well. 
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Q. So that the individual well records do not re¬ 
flect [1517] all of the facts relating to the individual 
wells, is that so? A. That is true, to that extent. 

Q. Now, you have mentioned two or three times 
the fact that you used the group basis as contrasted 
with an individual basis on related matters because 
the individual basis data was not available to you, and 
you didn’t have the time to get it up since you were pre¬ 
paring the exhibit in a hurry and had to meet a dead¬ 
line, is that right? A. That is right. 

Q. That is essentially what you said? A. Yes. 

Q. Now, have you got that data on an individual 
basis now? A. The salvage has been prepared on an 
individual well basis. We have the cost of leases and 
fee, although the costs have not been placed against 
each individual well. 

Q. In other words, you don’t have all of the infor¬ 
mation yet on an individual well basis, is that right? 
A. That is true. This work was deferred in order to 
assist your staff in checking original cost. 

Q. It is you intention eventually to do that on an 
individual well basis? A. That is true, the sheets on 
which the computation of wells is made, also include 
provision for the lease and [1518] fee cost, and deple¬ 
tion on the fee and lease. 

Q. You say that you have determined salvage on 
an individual well basis, is that right? A. Yes. 

Q. Did you relate that salvage to the individual 
well on an estimate basis? How did you segregate the 
group basis of salvage, which you had? A. When the 
original cost information was finally determined by us 
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this year, we knew the total of this salvage item and 
expense item, and since then we have records, in detail 
by wells. This salvage and expense has not been posted 
to the wells, but since there are only a few items in¬ 
volved, the work of doing this would not take very much 
time. 

I 

Q. Will not take very much time? A. That is 
right. 

Q. Are you referring to the salvage now? A. The 
salvage. 

Q. I had gathered the impression that it was 
already completed. A. The detailed information is 
completed. 

Q. But you have not related it to the individual 
wells, yet? A. That is true. 

Q. And the detailed information has been devel¬ 
oped on [1519] the basis of estimating? A. No, actual. 

Q. Actual? A. Yes, sir. 

Q. Analysis of records? A. That is true. 

Q. Are you able to identify the net salvage by the 
wells? A. We are. 

Q. Now, referring to page 1 of Exhibit 68 again, 
there is an item of $270,971.73, described as “Remaining 
Cost—Not Depleted—Wells Sold”. Do you see that 
item? That is on page 1, in that first column, “Gross 
Construction Cost to December 31, 1944.” A. Yes, I 
see it. 

Q. When were those wells sold? Was it prior to 
December 1, 1944? A. They were all sold prior to 
December 1, 1944. 
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Q. So that the individual well records do not re¬ 
flect [1517] all of the facts relating to the individual 
wells, is that so? A. That is true, to that extent. 

Q. Now, you have mentioned two or three times 
the fact that you used the group basis as contrasted 
with an individual basis on related matters because 
the individual basis data was not available to you, and 
you didn’t have the time to get it up since you were pre¬ 
paring the exhibit in a hurry and had to meet a dead¬ 
line, is that right? A. That is right. 

Q. That is essentially what you said? A. Yes. 

Q. Now, have you got that data on an individual 
basis now? A. The salvage has been prepared on an 
individual well basis. We have the cost of leases and 
fee, although the costs have not been placed against 
each individual well. 

Q. In other words, you don’t have all of the infor¬ 
mation yet on an individual well basis, is that right? 
A. That is true. This work was deferred in order to 
assist your staff in checking original cost. 

Q. It is you intention eventually to do that on an 
individual well basis? A. That is true, the sheets on 
which the computation of wells is made, also include 
provision for the lease and [1518] fee cost, and deple¬ 
tion on the fee and lease. 

Q. You say that you have determined salvage on 
an individual well basis, is that right? A. Yes. 

Q. Did you relate that salvage to the individual 
well on an estimate basis? How did you segregate the 
group basis of salvage, which you had? A. When the 
original cost information was finally determined by us 
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this year, we knew the total of this salvage item and 
expense item, and since then we have records, in detail 
by wells. This salvage and expense has not been posted 
to the wells, but since there are only a few items in¬ 
volved, the work of doing this would not take very much 
time. 

Q. Will not take very much time? A. That is 
right. 

Q. Are you referring to the salvage now? A. The 
salvage. 

Q. I had gathered the impression that it was 
already completed. A. The detailed information is 
completed. 

| 

Q. But you have not related it to the individual 
wells, yet? A. That is true. 

Q. And the detailed information has been devel¬ 
oped on [1519] the basis of estimating? A. No, actual. 

Q. Actual? A. Yes, sir. 

Q. Analysis of records? A. That is true. 

Q. Are you able to identify the net salvage by the 
wells? A. We are. 

Q. Now, referring to page 1 of Exhibit 68 again, 
there is an item of $270,971.73, described as “Remaining 
Cost—Not Depleted—Wells Sold”. Do you see that 
item? That is on page 1, in that first column, “Gross 
Construction Cost to December 31, 1944.” A. Yes, I 
see it. 

I 

| 

Q. When were those wells sold? Was it prior to 
December 1, 1944? A. They were all sold prior to 
December 1, 1944. 
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Q. Was that 1943? A. Some were sold during 
1943. 

Q. Some prior to 1943? A. Some prior to 1943. 

Q. And were those the wells that were located in 
West Virginia? A. Some wells were sold in West Vir¬ 
ginia in 1943, and [1520] some wells were sold prior to 
1943, that were located in the State of West Virginia. 

Q. Was this selling of West Virginia wells very 
much like the sale of the other West Virginia property 
we discussed? This was an instance where the Ken¬ 
tucky-West Virginia Gas Company was disposing of 
West Virginia properties because they were not closely 
related to its Kentucky operations, is that right? A. I 
am not able to answer that question. 

Q. In connection with the sale of those wells, in 
West Virginia, expenses of $310 were incurred, is that 
right? A. That is correct. 

Q. And there was salvage of $188,676.90, leaving 
net salvage of $188,366.90, is that right? A. That is 
right. 

Q. Now these wells that were sold, most of them 
were in West Virginia, is that right? A. Some of them 
were in West Virginia. 

Q. Do you know whether most of them were? A. 
38,1 believe, were in West Virginia. 

Q. I didn’t hear you. A. 38 wells were in West 
Virginia. That is 1943 and prior to 1943. 

Q. Does that mean about— A. That is about half. 
[1521] Q. About half were in West Virginia? A. Yes. 
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Q. Now with respect to the dollar-wise, more than 
half was related to West Virginia property, wasn’t it? 
A. Are you speaking of salvage? 

Q. Salvage. A. I do not have that information 
with me. 

Q. Well, will you make a note to supply us with 
that information? A. Yes. 

Q. In connection with the sale of those wells, there 
was a loss of $82,604.83, being the difference between 
$270,971.73 which had not been depleted at the time of 
the sale, and net salvage of $188,366.90, is that right? 
A. I would like to hear that question again. 

Trial Examiner : Read the question, Mr. Reporter. 

(The question was read.) 

The Witness: You were referring to the figure of 
$270,900? 

By Mr. Goldberg: 

Q. No, I said the loss of $82,604.83 as being the 
difference between the $270,971.73 and the $188,366.90 
appearing on page 1 of Exhibit 68, is that right? A. Yes, 
that is right. 

. 

Q. And that $82,604.83 appears under the col umn 
“Estimated Total Depletion to December 31, 1944,” is 
that right? [1522] A. That is right. 

Q. And of the $82,604.83, you allocated in your de¬ 
pletion study $64,768.79 to the period prior to December 
31, 1941, and $17,836.04 to the year 1943, is that right? 
A. That is correct. 
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Q. And the $17,836.04 is in the year 1943 and is 
like that $19,019 item we have already discussed, isn’t 
that so? A. That is true. 

Q. And the treatment appropriate to the $19,000 
here again is appropriate to the $17,000 item? A. In 
the same category. 

Q. Yes. Now, directing your attention to page 1 
of Exhibit 68, the figure $598,375.79 appears in the 1942 
column, $709,226.27 in the 1943 colum, and $804,424.63 
in the 1944 column as estimated depletion on gas well 
construction and equipment for those years. Now, isn’t 
it a fact that the increase for the most part is not 
attributable to increased gas production? A. I would 
say that the depletion in 1943, over 1942, was attributed, 
to a certain extent, to greater production in 1943 ever 

1942. 

Q. You say to a certain extent, but I was pointing 
out that for the most part those increases in the years 
1943 and 1944 over 1942, are not attributable to increased 
gas produc- [1523] tion. A. 1943 over 1942? 

Q. Yes, and 1944. A. The increase in 1944 over 

1943, is largely due to the increased cost of recent devel¬ 
opment, weighing in more heavily in the production that 
is sold that year. 

Q. In other words, I think you are agreeing with 
me that the increase for the most part is not attributable 
to increased gas production. A. 1944 over 1943? 

Q. Yes. A. But not 1943 over 1942? 

Q. Well, didn’t you say, as far as 1943 over 1942 
is concerned, that to some extent the increase was re- 
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lated to increased gas production, isn’t that so? A. That 
is true. 

Q. But I am saying that for the most part it is not 
related to increased gas production. A. As to 1943 
over 1942, I am unable to say how much is due to in¬ 
creased production, and how much is due to higher costs 
of the gas. 

Q. So you are not in a position to disagree with 
me? A. I am also not in a position to agree with you. 

Q. What was the production in 1942? Would that 
exceed production of 1943 and production of 1944? 
[1524] A. The production of 1943 was 28,928,200 MCF. 
The production of 1942 was 26,763,400 MCF. 

Q. Now 1944? A. 1944 was 28,070,100 MCF. 

Q. Now, talking about 1943 and 1944, the increase 
in 1944 over 1943 really was not attributable, for the 
most part, to increased gas production, isn’t that so? 
A. That is true. 

Q. As a matter of fact, it isn’t at all attributable 
to increased gas production, since the production was 
lower in 1944 than it was in 1943, is that right? A. That 
is right. 

Q. Now, as regards 1943 over 1942, you are un¬ 
able to tell me whether for the most part the increase 
is or is not attributable to that increased gas production? 
A. Just from glancing at the figures, it looks as if the 
percentage of increase and production in 1943 over 1942 
is pretty close to the increase in depletion sustained in 
1943 over 1942. 

Q. You say the relative ratios between the in¬ 
crease in depletion between 1942 and 1943 corresponds 
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to the increase in production of 1943 over 1942, is that 
right? A. At a glance it seems that way. 

Q. Well, isn’t the principal reason for the wide 
fluctuations appearing in the years 1942, 1943 and 1944 
the [1525] result of that individual well basis you used? 
A. Both years are on an individual well basis. 

Q. And isn’t that the reason for that wide fluc¬ 
tuation? A. I don’t think so. 

Q. Well, isn’t it a fact the individual well base 
method you have followed with respect to gas well costs 
has a tendency to weight the newly drilled well produc¬ 
tion pretty heavily? That is, in the year in which the 
well first comes in? A. It would weigh it in its proper 
proportions. The depletion for all the higher cost wells 
would take its proportionate costs as related to the pro¬ 
duction from those higher cost wells. 

Q. Isn’t the proper proportion you are talking 
about a pretty heavy proportion? A. The wells drilled 
in 1944, and future wells, the cost of the new drilling 
will weigh in heavier each year in the total production 
due to the higher cost of wells. 

Q. I think you are agreeing with me that the prin¬ 
cipal reason for the wide fluctuations is the heavy 
weighting which your method, that is the individual 
well method, gives to the newly drilled well production, 
which was particularly high in 1943 and 1944 as com¬ 
pared to previous years. High cost. A. That is true 
with regard to 1944 over 1943. 

[1526] Q. Yes. A. But with respect to 1943 over 
1942, the increased production is an important factor 
in the increase in depletion. 
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Q. In other words, with respect to 1943 over 1942, 
you don’t agree with my statement in that you feel that 
the increased gas production bears a proportionate re¬ 
sponsibility for the wide fluctuation, is that right? A. 
Bears a greater portion of responsibilty than possibly 
the increased cost of gas in 1942. 

Q. A few minutes ago, I thought that you didn't) 
know what the situation was; you were not in a posi¬ 
tion to tell me what the situation was with respect to 
1943 over 1942. A. I do not know except by applying a 
tentative percentage of the increase in production to the 
increase in depletion. 

Q. But, with respect to 1944 over 1943, there isn’t 
any doubt in your mind, and we can agree, that the wide 
fluctuation is attributable to the individual well basis 
method you followed, that is the heavy weighting which 
your method gives to the newly drilled well production, 
which cost was particularly high in that year? A. It is 
the heavy weight that any sustained calculation would 
give on an individual well basis, which is the method 
used in this study. 

[1527] Q. Just generally, can you tell me when flush 
production of the wells occurred in the years immediately 
after their takes were brought in? A. No, I cannot. 

Q. You cannot tell me? A. No. 

Q. Isn’t it a fact that the method you have fol¬ 
lowed in your depletion study, with respect to gas well 
cost, has resulted in very wide fluctuations in either 
direction, of marked character? A. I think that the 
true calculation of depletion is the individual well cal- j 
culation, and any fluctuation, I am unable to know just | 
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exactly what you are driving at. Just what is the point 
of your question? 

Q. Well, I will have the question read to you. I 
think it is fairly easy to understand and to answer. 

(Question read.) 

By Mr. Goldberg: 

Q. Isn’t that evident from page 1 of exhibit 68? 
You have a thirty-percent fluctuation in a two-year 
period. A. To the extent that an actual sustained cal¬ 
culation would give you a total, that would be, on an 
increase over a previous year, it would weigh in heavier. 

Q. Isn’t the answer “yes”? Your method does re¬ 
sult in that, aside from the defense you are trying to 
make of [1528] that method, that is the result of your 
method, isn’t that so? The result of your method is 
wide and marked fluctuations, as evidenced by a thirty 
per cent fluctuation in just two years, is that not so? 
A. The method that we used in this study is what we 
feel is as accurate as possible of the depletion sustained 
in those years. 

Q. Now, you are defending your method. But you 
are not answering the question. Isn’t it self-evident—I 
think we can almost call it a self-evident truth—that 
your method results in wide fluctuations, as evidenced 
by a thirty per cent fluctuation in just two years, ap¬ 
pear on page 1 of exhibit 68? A. Are you referring to 
the year 1944 over the year 1943? 

Q. Over the year 1942, is a two year period. 
A. The year 1944 shows an increase in production over 
the year 1942. 
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Q. What is the increase in production? 8 per cent 
is it not? A. About 8 per cent. 

Q. You have a 30 per cent fluctuation in dollars, 
isn’t that so? A. That is true, an approximately 30 
per cent increase in dollars. 

[1529] Q. Yes, and that is a result of your method, 
is it not? A. The difference— 

Q. Can’t you answer that? That is the result of 
your method? A. The difference, of course, is the re¬ 
sult of the answer that we find in the calculation on an 
individual well basis. 

Q. It is the result of your method, is it not? 
Doesn’t that follow? Your method resulted in that wide 
fluctuation of 30 per cent, did it not? A. That is right. 

Q. Well, do you know whether, on the straight 
average cost basis, the fluctuation would have been in 
the neighborhood of 30 per cent or less? A. I do not 
know. 

Q. You do not? A. No. 

Q. Don’t you think that an average cost would 
have tended to stabilize the costs and eliminate the wide 
fluctuations? A. I believe that an average cost would 
also continue to increase as the higher cost of gas comes 
into the picture. 

Q. But you wouldn’t have the marked fluctuations. 
You would have a stabilization of the costs, would you 
not? [1530] You would have a slow increase, if you 
used average costs, as distinguished from the marked 
increase that you show. Isn’t that so? A. I am really 
unable to say, just to the degree that an average cost 
would soften the increase that is shown for these par- 
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ticular years. But I would like to Bay that one reason 
for the 1944 increase over 1943 is due to four wells 
drilled in 1944 that gave very poor results. 

Q. You mean dry holes? A. They were not dry 
holes. 

Q. Would you have called them dry holes ordi¬ 
narily? A. I do not believe we would have. The wells 
went bad during the year. There was production from 
the wells. 

Q. Will you enlighten me on this: If you don’t 
know the extent to which the average costs would soften 
the fluctuation, how can you tell us if your method is 
a better method or more preferable method to follow 
than the average costs method? A. The individual well 
calculation is an exact determination, as near as possible 
of the sustained depletion. 

Q. And you say that without knowing what the 
effect of the average cost method would be, isn’t that 
so? A. In so far as it affects this particular answer, 
and how heavy it would weigh in those years. 

Q. In other words, you make your statement with¬ 
out [1531] any knowledge of the effect of an average 
costs method, is that right? A. For these particular 
years. 

Q. And you make your statement with the knowl¬ 
edge that the average costs method will not show the 
marked fluctuations that your method has shown, is 
that so? A. I do not know how the average costs 
methods would weigh in on these particular years. 
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Mr. Goldberg: May I have my question read? I am 
not too sure that your answer is a direct response to 
the question. 

Trial Examiner: Read the question, Mr. Reporter. 

(Question read.) 

The Witness: With respect to these particular 
years, that is true. 

By Mr. Goldberg: 

Q. Have you given any consideration to the eco¬ 
nomic results which flow from the method you have 
followed? A. The method that we used is the same 
method that is used for income tax purposes in de¬ 
preciating well equipment. And there certainly must 
have been some consideration given to economic factors 
in the Bureau on allowing that method of computation. 

Q. Well, have you given any consideration to the 
economic consequences of your method in regard to the 
company’s [1532] operations in so far as the rate regu¬ 
lation is concerned? A. I feel that this method would 
reflect in each year the proper weighing of the gas as 
it is being used, and therefore would be a correct item 
in each year’s expenses. 

Q. Well, then, in considering the economic conse¬ 
quences of it to the company, in so far as the fixing 
of rates is concerned, and the rate regulation, would I 
you say—wouldn’t you say that that method that tends j 
to stabilize costs is a more preferable method to one 
which causes wide fluctuations? A. This study was \ 
prepared without any thought of rate regulation. 
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[1537] Q. A method which introduces wide fluctua¬ 
tions of cost is to be desired over a method which 
stabilizes costs? Your answer to that is yes, isn’t that 
so? A. Not— 

Q. Can’t you answer that yes or no? A. Not in 
all cases. 

Q. In this case? A. I don’t think in this case. 

Q. In this case you don’t think a method which 
introduces wide fluctuations is to be desired? A. I think 
in this case that the results as shown by the individual 
well calculation is the proper method of determining 
depletion. 

Q. Doesn’t that mean that you are saying that a 
method which introduces wide fluctuations of costs is 
preferable to a method which stabilizes costs? A. If 
those wide fluctuating costs are a result of the actual 
conditions. 

******* 

[1538] Q. Isn’t the answer yes? Do you believe that 
this method, which gives us wide fluctuations, is de¬ 
sirable and more preferable than a method which 
stabilizes costs? A. (No response.) 

Trial Examiner : Will you answer the question, Mr. 
Ruemmele? 

The Witness: I don’t think it necessarily does. I 
don’t believe, Mr. Examiner, that I can answer that 
yes or no. Since the question is leading towards the 
method that we used in arriving at depletion. 

Trial Examiner: Well, you had considered the use 
of both methods? 
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The Witness: Yes, sir. 

Trial Examiner: And chose this one in preference 
to the other? 

I 

The Witness: Yes, sir. 

Trial Examiner: Then you think this is a preferf 
able method? 

I 

The Witness: I think this is a preferable method! 

Trial Examiner: In spite of the fact that it does 
cause wide fluctuations, or results in wide fluctuations?) 

The Witness: That is right. It reflects the true 
condition for that particular period. 

[1539] Trial Examiner: You think, since it does re¬ 
flect the true conditions for the particular period, that 
it is the most desirable method? 

The Witness: I do. 

I 

******* 


[1542] H. W. RUEMMELE, the witness on the stand 
at the time of the recess, resumed the witness stand 
and testified further as follows: 

Cross Examination (Cont’d) 

By Mr. Goldberg: 

• •••••• 

[1550] Q. What is the average life of a well in the 
Kentucky-West Virginia Gas Company system? A. I 
have no idea. 

1 

Q. It is a fact, however, is it not, that well equip¬ 
ment is used more than once in the Kentucky system? j 
A. Such has been the case in the past. 
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Q. Yes. In view of that fact, under your depletion 
method you will accrue for well equipment more than 
its cost, because you have ignored that re-use and 
salvage associated with that re-use; isn’t that so? 
A. That is not true. We have accrued depletion after 
giving allowance for the estimated salvage, at original 
cost, in the well. 

Q. In your last answer you were not talking about 
salvage at the end of the service life, were you? A. No, 
I was not. 

Q. You were talking about salvage when the equip¬ 
ment is pulled for re-use in other wells; is that so? 
A. That is true. 

Q. Wouldn’t you say, Mr. Ruemmele, that an¬ 
other method of handling the problem of re-use of equip¬ 
ment and the salvage related to it would be to give the 
well equipment a service life and to depreciate that 
well equipment at the rate associated with that service 
life, and to set up a separate reserve for the cost of 
plugging the wells? As a result you would [1551] take 
care of re-use and salvage associated with the re-use 
and you would provide yourself with funds for plugging; 
wouldn’t that be another way of doing it? A. That is 
the way, as I understand it, that has been used by cer¬ 
tain other companies. 

Q. Yes, and it is the way of doing it, isn’t it? 
A. I consider the way that the company makes pro¬ 
vision for in the depletion of this equipment as being 
a sure way of recovering its investment. The use of 
the production method, I believe, is preferable in our 
case. 
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Q. You may feel that you have made provision for 
plugging of the wells, but it is a fact, is it not, that the 
method I have mentioned, as you say, is followed by 
other companies and is an acceptable way of doing it? 
A. It is possibly acceptable if there is full re-use of 
the equipment, so that the equipment will serve its full 
service life. 

Q. Well, under the method I have mentioned, isn’t 
it a fact that you will provide for the expense of plug¬ 
ging of wells that are eventually going out of service, 
while, under your method, you have only provided for 
the expenses of plugging wells that have gone out of 
service, but not the expense of plugging related to wells 
that will eventually go out of service? A. We have 
made provision for the expense of plugging the [1552] 
wells presently in service. 

Q. But you have not made any provision in your 
method for the expense of plugging wells that are 
eventually going out of service; is that not so? A. In 
figuring a sustained rate, we are attempting to recover 
the cost of the existing equipment and existing invest- j 
ment in wells, but we have made allowance for esti¬ 
mated salvage in the existing wells. 

• 

Q. But the estimated salvage that you are talking 
about is not the ultimate salvage related to the expira¬ 
tion of the service life of the equipment; isn’t that 
right? A. We have made the full provision for the 
salvage in the existing wells. 

Q. Isn’t it a fact that you testified that since the 
study only projects a five-year future picture, that is 
Exhibit 68, you have made no provision for the “neces¬ 
sary future expenses” relating to the abandonment of 
wells? A. That is true. 


I 
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Q. Well, doesn’t— A. On the future wells. 

Q. Yes. Well, doesn’t that say exactly what I have 
been talking to you about, that under the method I sug¬ 
gested of depreciating the well equipment, you will have 
made provision for the plugging of wells eventually to 
be abandoned, but under your method, in your study, 
you have not done that? Isn’t [1553] that so? A. We 
have not made provision for abandonment expense on 
future wells to the extent that there may be no re-use 
of the equipment. To the extent that there has been 
re-use of equipment, we have considered a factor as 
salvage offsetting expense. 

Q. But isn’t your testimony, at page 1235, in agreed 
ment with my statement, that under your method, in 
your depletion study, you haven’t made provision for the 
expense of plugging wells which will be eventually 
abandoned? If that doesn’t mean that, then I don’t 
know what it means. A. In my statement to which you 
were referring I had in mind any excess of future ex¬ 
pense over the amount of salvage. 

Q. Doesn’t that relate only to the wells that are 
being retired currently? A. Future abandonments, I 
stated, which could be certain wells now in existence 
and certain wells to be drilled in the future. 

Q. Is this the purport of your statement at page 
1235, then: you anticipate that the expense of plugging 
wells will be greater in the future? A. That is right. 

Q. And that there will be a wider variation be¬ 
tween salvage and expense than is shown on page 1 of 
Exhibit 68? A. That is right. 

[1554] Q. And that you have made no provision for 
the wider variation that will exist between expenses of 
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plugging overall salvage; is that right? A. That is 
true, with the additional statement that the additional 
expenses over the salvage exceeds the salvage. 

Q. Mr. Ruemmele, when the end of the life of thi 
enterprise is reached, you anticipate you will have wells 
that have not yet been plugged which will have to be 
plugged by the company; isn’t that so? A. That is 
true 

Q. Do you consider that in your depletion study 
you will have made provision for the expenses of plug¬ 
ging those wells? A. That full expense has not been 
provided, due to the fact that the study only projects 4 
five-year future period. 

Q. And that is your only excuse for doing it, the 
fact that the study is only projected for five years? 
A. That is true. 

I 

Q. Referring to page 3 of Exhibit 68, under the 
second column entitled “Salvage Expense and so forth, 
to December 31, 1944,” there is a credit amount of 
$63,600.22, which you have designated as “salvage re¬ 
lating to leaseholds sold, developed and future use.” 
Now, that credit amount is related to the $27,752.47 
which appears on page 1 of Exhibit 68; isn’t that so? 
A. May I have that figure again? 

[1555] Q. The first figure is $63,600.22, that is a credit 
amount. The question is: that figure is related, is it 
not, to the $27,752.47 appearing on page 1 of Exhibit 
68, down near the bottom of the page. A. The heading 
of the line on which $63,600.22 is is “Salvage Leaseholds 
Sold, Developed, and Future Use.” 

Q. Yes. A. The figure you mentioned on page 1 
is “Developed Leaseholds.” There is also certain salvage 
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in connection with the sale of leases that were in the 
category of “Held for Future Use.” So that salvage is 
included in both 100.1 and 100.4. 

Q. In other words, only a portion of the salvage 
$63,600.22, you say, is related to the $27,752.47? A. Yes. 

Q. What portion is that? A. I do not have the 
segregation. 

Q. And the rest of the salvage, whatever it might 
be, is related to what other figure in Exhibit 68? 
A. Page 2, “Cost of Leaseholds Retired to December 31, 
1942, $449,798.41.” 

Q. Now, it is a fact, is it not, that in so far as 
the $63,600.22 credit amount relates to the $27,752.47 
item, whatever treatment is appropriate for the $27,000 
is appropriate for the salvage item? [1556] A. That 
is true. 

Q. Would it be accurate to say that, with respect 
to the entire amount, $63,600.22, whatever treatment is 
appropriate for the $27,000 is appropriate for that en¬ 
tire amount? A. I think—no, I do not think that is en¬ 
tirely true. Treatment on leaseholds held for future use 
could have a different handling than developed lease¬ 
holds, inasmuch as loss in connection with the sale of 
developed leaseholds may be in some part attributed to 
prior periods. However, in case of 100.4, the loss is in¬ 
curred in the year in which the lease is disposed of. 

Q. Well, I noticed you stated that that could have 
a different treatment. But in this case are you saying 
that it should have a different treatment? Wouldn’t it 
be appropriate to accord the entire amount of $63,600.22, 
even after consideration of what you have said, to ac- 
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cord the same treatment as the $27,000 item? A. Of 
course, your question is a general question as to whether 
it should have the same treatment. What I have in mind 
is as to what you mean by “treatment.” 

Q. Well, we have already discussed with you the 
disposition of the $27,000 item, particularly as it relates ! 
to the $3,658.91. Now, we find, on page 3, the credit 
item that is related to the figures I have just mentioned 
on page 1 [1557] of Exhibit 68. I think you have here¬ 
tofore agreed with me, and we can agree again, that 
the treatment that the figures on page 1 should receive 
would be appropriate for the salvage item. A. On the 
developed; that is true. 

Q. Now, you say that there might be some differ¬ 
ent treatment accorded the salvage item to the extent 
it relates to leases held for future use, and I notice that 
in your statement you had stated “could be accorded.” 
Now, what I wanted to know was: is there any reason 
why we shouldn’t accord the same treatment in this i 
case to the salvage that is related to the leases held for 
future use that we will accord the salvage related to the 
$27,000 on page 1 of Exhibit 68? A. To the extent that I 
the salvage items on leaseholds held for future use is 
applicable to the figure I previously gave you of 
$449,798.41, it could have the same treatment as the— 

Q. $27,000? A. —$27,000 item. 

******* 

[1563] Q. Referring to page 6 of Exhibit 68, will 
you please tell us what the depletion reserve is per books 
as of December 31, 1944? A. The depletion reserve per 
books, as of December 31, 1944, is shown on page 12. 
The amount being— 
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Q. Not on page 6, but on page 12, the new page 12? 
A. Yes, $10,930,181.77. 

Q. And per your study what is the amount? And 
you might tell us where that appears in the exhibit. 
A. The amount per the study for depletion of gas prop¬ 
erties is shown in the last column as $9,119,334.07. 

Q. You say last column. What page? [1564] A. 
Page 6. 

Q. So that you show a difference between per books 
and per your study of $1,810,847.70; is that right? A. 
If that is the difference between those figures. 

Q. Now, in arriving at the provision of 
$9,119,343.07 per your study, you included $2,056,098.41 
to amortize profits to affiliates in the gross amount of 
$2,569,642.97; is that right? A. I have included in that 
figure the provision to December 31, 1944, of 
$2,056,098.41. 

Q. That is right. Now, if you hadn’t included that 
in your study, the difference between the depletion re¬ 
serve per books and your study would be in the neigh¬ 
borhood of about four million dollars; isn’t that right? 
I will get the exact figure in just a minute. In other 
words, it will be $1,810,847.70 plus $2,056,098.41, or a 
total of $3,866,946.11; is that right? A. If your addi¬ 
tion is correct, that is right. 


Paid E. Dufendach — Cross. 


291 


[1573] PAUL E. DUFENDACH, having been heretofore! 
duly sworn, was recalled as a witness, and was further 
examined and testified further as follows: 

Cross Examination 

By Mr. Goldberg: 

******* 

[1576] Q. Did you supply Mr. Ruemmele with the date, 
which appears on page 8 of his Exhibit 68? A. I sup ¬ 
plied practically all that information to Mr. Van Gilst. 
He, in turn, supplied it to Mr. Ruemmele. Mr. Van Gilst 
and Mr. Beechex, and Mr. Van Gilst transmitted it to 
Mr. Ruemmele. 

Q. What information that appears on page 8 did 
you supply? A. Of course, the second column, Number 
of New Wells, or Wells Drilled Deeper, the number of 
wells was evolved through a discussion between Mr. Vaii 
Gilst, Mr. Beecher, and myself, as to the number of wells 
which would be required and [1577] which could be 
drilled to continue our current rate of development and 
supply the gas which we had been informed would be 
required for our customers. 

Q. Do I understand that to mean that there wa^ 
a conference between you, Mr. Beecher and Mr. Va4 
Gilst, at which time the operations of the company were 
discussed, and in that conference it was decided that 9tl 
wells would have to be drilled deeper, or initially brought 
in to production, for the years 1945 to 1950, inclusive, 
if you were to maintain the present rate of production 
of the company? A. Not the present rate of production, 
the rate of production which would be required by our 
customers. 
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Q. In that period, 1945 to 1950? A. That is right. 

Q. Now, does that represent an increased produc¬ 
tion over the period prior to 1945? A. For what period? 

Q. 1945 to 1950. Does the provision you have there 
made represent an increased production? A. Over 1944? 

Q. Over the period prior to 1944, or 1943? A. 
That depends on just what period you use. 

Q. Well, what period were you considering when 
you spoke about production? A. We were considering 
the amount of production which [1578] would be re¬ 
quired to supply the consumers for the period 1945-1950. 

Q. What would that production be, first? A. That 
gas production would be 150,833,000,000 cubic feet. 

Q. Same amount for each of the years? A. Esti¬ 
mated production. 

Q. Same amount for each of the years? A. No, it 
would vary according to the schedule as given in his 
study. 

Q. That is as appears in Column 4? A. That is 
right. 

Q. How many of the 90 wells represented deeper 
drilling? A. Not necessarily any specific number. The 
number of wells listed includes shale wells, shallow wells, 
and deepened wells. I might say a deepened well would 
cost about the same as a shallow well. 

Q. I wasn’t getting to that yet Right now I am 
interested in finding out how we break down those 90 
wells appearing in Column 2. A. There is no specific 
breakdown in definite numbers of wells. 
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Q. Did you attempt any breakdown when you were 
discussing it with Messrs. Beecher and Van Gilst? Aj 
No, that was not mentioned, about how many wells 
would [1579] be deepened. I furnished the information 
as to what could be expected per producing well, in th4 
way of deliverability and reserves. 

Q. Then, if I understand what you are saying, you 
not only made no segregation between new wells— A. 
I assumed that certain wells would be deepened. 

Q. But you made no segregation? A. No, I did not 
divide them between deepened and new wells. 

Q. Did you arrive at the 90 wells by location^ 
A. No. 

Q. Just— A. Just the number required. 

Q. You just took a number without reference to 
the location? A. That is right. 

Q. For the purpose of maintaining the production 
you had in mind; is that right ? A. That is right. 

Q. Will you tell us how much it costs to deepen 
a well. A. I am not prepared to give very much back 
history on that. 

Q. Did you supply that information which appears 
on page 8? A. That does not appear on page 8. 

Q. I see Total Cost of New Wells there. [1580] 
A. That heading should have been the same “New Wells 
and Deepened Wells.” 

Q. Did you supply that group of figures appearing 
under “Total Cost of New Wells,” which is now amended 
to read “Total Cost of New Wells and Wells Drilled 
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Deeper”? A. The heading as appeared on page 8 is the 
same as the schedule furnished Mr. Ruemmele. 

Q. Did you furnish it? A. Which I explained pre¬ 
viously I made it up and was transmitted to Mr. Ruem¬ 
mele by Mr. Van Gilst. 

Q. But you supplied the basic information that 
appears there? A. Yes, I caused this heading to be 
typed. 

Q. Now, is the. schedule that you supplied identical 
with the one that appears on page 8 of Exhibit 68? 
A. No, I had some additional information which I sup¬ 
plied him, which he does not show on that schedule. 

Q. But the information he does show is identical 
with the schedule you supplied? A. That part of it 
which he shows, as near as I am able, to determine, is 
the same as supplied. 

Q. Now, this estimated average cost per well that 
you show in an increasing amount, that is the average 
cost per new well and well drilled deeper, isn’t it? 
A. That is right, a combination of the two. 

[1581] Q. Now, I think I had asked you what the cost 
of a new well was. A. That has varied from year to 
year. The cost of a new well in 1944 was $14,311. 

Q. Is that an average cost you are giving us? 
A. That is average cost. 

Q. I see. A. And for the deepened wells, of which 
four were deepened in 1944, it was $8,701. 

Q. Would that have been a representative year: 
1944? A. No, there is an increase in price in 1944 over 
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the four preceding years. There has been a gradual in¬ 
crease in the cost of well construction. 

Q. You might give us percentagewise the increase.! 
A. I can give you in cost per foot, for new wells drilled 
since 1940, and in all cases you will find that the cost 
per foot of deepened wells will exceed the new wells, on 
an average. It increased from $3.87 in 1942, to $4.58 in 
1943, to $5.11 in 1944. 

Q. What did you use for the years 1945 to 1950? 
A. For 1945 I used $5.30. 

Q. 1946? A. $5.40. 

Q. 1947? A. The same; $5.40. 

[1582] Q. From there on? A. But we had an increase 
in the estimated depth required to complete wells as we 
moved into the territory where the formation is more 
rugged and the producing formation lies deeper. 

Q. What was the average depth you considered 
on the 90 wells? A. That varied from 1945, 2,800 feet, 
to 1950, 3,000 feet. 

Q. That is an increase in depth of 50 feet a year? 
A. Yes, except the last year, and there we called them 
both 3000 feet. 

Q. Is that average depth you have given us for 
shale wells? A. That is the average depth of all wells. 

Q. Including deepening? A. Including deepening. 

*•••••• 

[1586] Q. Now, in connection with the 90 wells, you 
have stated that a certain number of them will represent 
wells that are deepened. A. Yes. 
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Q. Now, in connection with that deepening, there 
will be additional gas reserves; is that right? A. I 
assum e there will be. We expect to get additional 
reserves. 

Q. Now, have you included in your estimates the 
additional gas which will be recovered through deepen¬ 
ing of the wells? A. In which figure on gas reserves? 

Q. In connection with your estimates of recover¬ 
able gas reserves for this company. A. The total gas 
reserves? 

Q. Yes. A. No, that was not included. I worked 
on the assumption that that was undeveloped gas re¬ 
serves and it would play such a minor part in the total 
undeveloped gas reserves, that— 

Q. So you felt justified in leaving it out? [1587] 
A. Yes. 

Q. Perhaps you can answer this one: if you can’t 
tell us what the average life expectancy of the Kentucky 
Company’s wells is, what is the life of the Kentucky 
Company’s gas reserves in years as related to produc¬ 
tion? A. Related to how much production? 

Q. How about the company’s present production? 
A. The life expectancy is based on several theories. If 
we could produce the gas at an annual rate of the present 
rate of production, you could divide the total gas re¬ 
serves by that rate of production and get the life of the 
company. 

Q. What would that give you? A. It is a simple 
division of whatever those gas reserves were. I will 
have to get my reserve figure and the production figure. 
The way that figures out, it figures out a life of approxi- 
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mately 31 years, dividing the annual production—the 
1944 production into the total estimated recoverable gas 
reserves. 

Q. Am I right in my understanding of your testi¬ 
mony and exhibits, Mr. Dufendach, in saying that you 
have concluded that the presently existing wells on dei 
veloped acreage will fully develop the reserves in that 
acreage.? 

I might refer you to page 1197 of your testimony ip 
that connection. Line 6. A. No, I did not make that! 
statement—I didn’t intend [1588] to make that state¬ 
ment, and I don’t think that statement supports the con¬ 
tention that the present wells have developed all present¬ 
ly considered operated acreage. They will, in all prob¬ 
ability, drill additional wells on acreage classified as 
operated, in the future. There will be a few of them. 
And likewise we have not thrown acreage into the oper¬ 
ated acreage classification which at the present time is 
being drained by the present wells. There is a lag there. 

Q. But with respect to the acreage that is already 
in service, you expect to drill new wells on it, but you 
have not included any additional amount of reserves re¬ 
sulting from the drilling of those new wells in your esti¬ 
mates; is that right? A. That is right, and likewise I 
haven’t considered any additional gas that might come 
from presently unoperated acreage, which will take an 
operated classification later on. 

Q. With respect to these additional wells that may 
be drilled on acreage already in operation, will they be 
drilled for the purpose of increasing deliverability? 
A. They might be. 
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Q. In other words, that wouldn’t be the only pur¬ 
pose for it? It will also be for the purpose of increasing 
the reserves? A. Increasing the reserves also. 

Q. I noticed in looking at Mr. Goodman’s exhibit 
No. 63, [1589] that he had included recoverable reserves 
by reason of additional drilling in developed acreage, 
and I wondered why you hadn’t done the same thing. 
A. Well, our reserves are based on the production from 
individual wells. Our total reserves is a sum of the. re¬ 
serves of all the individual wells, so consequently the 
d rilling of a well in the operated acreage would mean a 
new well and whatever additional reserves were obtained 
would not affect the figure which has already been given. 

Q. It would affect the leases, wouldn’t it? A. It 
would affect the leases, except that we only consider a 
lease as developed when a well is drilled on it. 

Q. You consider it as developed when you drill one 
well on it; is that what you stated? A. Except in cer¬ 
tain cases, where we have a large number of tracts under 
one lease. 

Q. But the fact remains that the company will drill 
additional wells on leases and fee lands which are now 
in service and from which there will be additional re¬ 
serves; right? A. A very few, they will. At the present 
time, I can’t foresee any place where they will do that. 
However, it has happened in the past, and I am assum¬ 
ing that a few wells will be drilled. I made that state¬ 
ment just to keep the record clear, that the operated 
acreage does not necessarily mean that [1590] no wells 
will ever be drilled on it again. 
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I 

I 

Q. So that, for all practical purposes, based upon 
what you have said, there will be no additional reserve^ 
from this additional drilling; is that right? A. Outside 
of—from this additional dr illin g of newer wells? 

Q. There will be no additional drilling to speak of 
and no additional reserves to speak of? That is the way 
I gather it. A. That is about right 

******* 


[1618] DONALD B. BEECHER 

******* 

[1625] Mr. Goldberg : Now, referring to Exhibit 82, 
there are a lot of wide open spaces in the years ’41, ’42J 
’43 and ’44. By that I mean an absence of rock pressure 
data. Will you just give us the explanation for that? 

The Witness: At the time the information was 
requested, I recall my testimony was that the company, 
due to its extremely high load conditions during the 
summer, had been unable to obtain rock pressures of the 
majority of the wells, since the year 1941. However, I 
did endeavor to collect the information as to the latest 
rock pressures for each well back to 1941. However, I 
believe I also indicated that during 1945 we expect to 
be able to obtain rock pressures on the majority of the 
wells, and since that time we have gotten the rock pres¬ 
sures on the majority of the wells in 1945, and I pre¬ 
pared the information on that basis. However, as you 
will notice by leafing through, here and there, there is a 
rock pressure back as far as 1942 and possibly some in 
1941. 
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Mr. Goldberg : As appears from Exhibit 82, it could 
be said that in 1941 to 1944, the company did not record 
any rock pressures? 

The Witness: No, sir, I do not mean to make that 
state- [1626] ment, because the statement at the top of 
the sheet states only “The Latest Rock Pressures” of the 
wells. It does not state that it is the rock pressures from 
1941 to 1945. In other words, there may be any number 
of these wells where we did get rock pressure for those 
five years. But only the latest rock pressure is shown. 


[1651] PAUL B. COFFMAN was called as a witness, 
and, having been first duly sworn, was examined and 
testified as follows: 

Direct Examination. 

By Mr. Robinson: 

Q. Will you please state your name and address, 
Mr. Coffman? A. Paul B. Coffman, 3 Monford Road, 
Port Washington, Long Island, New York. 

Q. Will you please state your education? A. I am 
a graduate of Ohio State University, 1923, with a 
Bachelor of Science Degree, and am a graduate of the 
Harvard University Graduate School of Business Admin¬ 
istration in 1926, with the degree of Master of Business 
Administration. 

Q. What is your present position? A. I am presi¬ 
dent of Standard Research Consultants, Inc., a wholly- 
owned subsidiary of Standard and Poor’s Corporation, 
which subsidiary offers professional services to corpora¬ 
tions, law firms, estates, accountants, insurance com- 
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panies, banks, and so forth, covering industrial surveyis, 
[1652] management reports, valuations, reorganization 
plans, public utility rate investigations, appraisals, and 
so forth. 

Q. Please give a short resume of your experience. 
A. Upon graduation from Harvard University in 
1926 I became professor of economics and accounting 
at the College of William and Mary, Williamsburg, Vir¬ 
ginia. 

In September, 1927, I returned to the Graduate 
School of Business Administration at Harvard Univer¬ 
sity, where I joined the faculty and became assistant 
professor and tutor and remained until the end of 1936. 
The particular subjects I taught were accounting, cor¬ 
porate management, and business policy. 

While teaching at the Graduate School of Business 
Administration of Harvard University I also served ah 
consulting economist for a number of industrial and 
financial advisory corporations, including both Standard 
Statistics Company, Inc., with which I became associated 
in 1928, and Poor’s Publishing Company, Inc., publisher 
of Poor’s Manuals, with which I became associated in 
1931, and which are the predecessor companies of thp 
present Standard and Poor’s Corporation. 

Also I was collaborator on several problem bookk 
on accounting and business policy, and author of several 
articles. 

I was formerly executive vice president and general 
manager of Poor’s Publishing Company. Later vice presi¬ 
dent of [1653] Standard Statistics Company, Inc., and 
until recently was vice president of Standard and Poor’s 
Corporation. 
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During the past two years I have served part time 
as advisor to the Quartermaster General’s Office, U. S. 
Army. 

Over a period of years I have been retained to make 
investigations upon a large number of diversified situ¬ 
ations. For example, I have valued securities in cases 
where values of securities were disputed, prepared capi¬ 
talization and recapitalization programs for various cor¬ 
porations, made valuation analyses to determine rate 
bases to be used in rate hearings; have made rate of 
return studies for various public utilities; have pre¬ 
pared information in connection with certificates of con¬ 
venience for airlines; made cost of money studies which 
were involved in presentations to be heard before the 
Securities and Exchange Commission, Federal Power 
Commission, and State Public Utilities Commissions. 
Such cases include Colorado Interstate Company, Hope 
Natural Gas Company, United Gas Corporation, Colum¬ 
bia Gas and Electric Corporation, Pennsylvania Tele¬ 
phone Corporation, Carolina Power and Light Company, 
Panhandle Eastern Pipe Line Company, and so forth. 

Q. Will you describe in detail the nature of the 
business in Standard and Poor’s Corporation? A. Stan¬ 
dard and Poor’s Corporation employs approximately 
600 people, not including employees who are engaged 
in a very [1654] large printing business which we oper¬ 
ate through another independent corporation. Our staff 
of analysts, who are engaged in preparing copy for our 
printed services, are organized along industrial lines. 
That is, one group specializes in industrual classifica¬ 
tions, subdivided by principal groups, as the automobile 
industry, retail trade, rubber and rubber products, chem¬ 
ical industry, and so forth. 
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Another group specializes in public utility industry. 
Another group specializes in railroads, and so forth. In 
our planned investment services, which is an investment 
counsel service, our staff is organized according to bank 
and institutional accounts, on the one hand, and personal 
accounts, on the other, which analysts and consultants 
confer with their clients in regard to their portfolios and 
investments. 

I 

Our professional consulting service for business is 
composed of a group of men having engineering, ac¬ 
counting, legal, and business experience. Measured by 
size, volume of business and number of services pro¬ 
duced, Standard and Poor’s Corporation is reputed to be 
the largest investment advisory concern in the world. 
Some of its better known printed services are Standard 
Corporation Records, which contain factual and infor¬ 
mative data on many thousands of corporations in this 
country; Standard Trade and Securities, which is cojm- 
posed of weekly bulletins containing facts, information, 
data, and [1655] opinions upon stock market trends, 
business trends, corporate earnings, stock prices, trend 
of stock prices, and comments upon current position of 
various bonds, preferred stocks and common stocks, 
bought and sold by investors. 

We do not buy or sell any securities for either qur 
own account or the account of our clients. We sell ser¬ 
vice and advice only. 

Standard and Poor’s Corporation is registered un¬ 
der the Investment Advisors Act of 1940. Our services 
are used by all the leading institutions in the country, 
including banks, insurance companies, investment 
trusts, law and accounting firms, and so forth, and by 
many business corporations and individuals. 
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Prior to the war we maintained offices in several 
foreign countries and our services were used by investors 
in businesses in many foreign countries. Since the out¬ 
break of the war we have discontinued our foreign ser¬ 
vice for obvious reasons. 

Q. Were you retained to make a study of the Pitts¬ 
burgh and West Virginia Gas Company and the Ken¬ 
tucky West Virginia Gas Company for the purpose of 
determining a fair rate of return for these companies? 
A. Yes, I was. 

Q. Have you completed such analysis and are you 
prepared to present your data and conclusions? A. Yes, 
I am. 

[1656] Q. I have a report which is entitled “A study 
relative to fair rate of return, Pittsburgh and West Vir¬ 
ginia Gas Company and Kentucky West Virginia Gas 
Company, which I would like to have first identified as 
Exhibit 84, Mr. Examiner, and then, if you will, take up 
this exhibit and proceed with your explanation. 

Trial Examiner: The document will be marked 
for identification as Exhibit 84. 

(The document above referred to was marked 
Exhibit No. 84 for identification.) 

By Mr. Robinson: 

Q. Will you first identify the report? A. Yes, I 
can. This report, which I prepared in making my 
analysis on the subject in question, which contains all 
the data and charts. 

Q. Before going into a detailed discussion of the 
exhibit which you have prepared, will you please outline 
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in a summary way the basis of your approach and the 
method used? A. I have approached the problem of 
determining a fair rate of return on the subject com¬ 
panies from the investor’s point of view. In the findl 
analysis it is the investor who puts up the capital neces¬ 
sary to establish and carry on a business enterprise. 
Because of this fact, it is the investor who ultimately 
prescribes the conditions under which he is willing tb 
part with his capital. As is well known in the [1657] 
investment circles, the investor is primarily interested 
in the security of his capital investment, and in receiving 
a fair return thereon. It is equally well known that such 
factors of security of principal and a fair return are 
directly related to the degree of risk involved. As the 
risk increases, the investor demands a higher return, 
and as the risk decreases, the investor is willing tb 
accept a lower return. 

The field of investment, which is open to the in¬ 
vestor, is wide. He has the privilege of placing his 
money in many kinds and types of securities, all with 
varying degrees of risk. He can invest in short term 
low-yielding U. S. Government Bonds where the degree 
of risk is at a minimum, or he can invest in high grade 
corporate bonds in the industrial, railroad, or public 
utility fields. Or he might decide to invest in either pre¬ 
ferred or common stock issues in these industries. 

In making any investment, the investor is at all 
times evaluating the degree of risk and the various types 
of securities that are available for investment. In apply¬ 
ing the principles of investment to a determination of a 
fair rate of return for the Pittsburgh and West Virginia 
Gas Company and the Kentucky West Virginia Gas 
Company, I have attempted to visualize the position of 
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the investor, who contemplated making an investment 
in these two companies. I [1658] was aware that under 
regulation these companies are entitled to earn a return 
which should be sufficient to assure confidence in the 
financial soundness of the utility, to maintain its credit, 
and attract the required capital. If this premise was to 
be maintain ed, then, it seemed to me that the return 
allowed must be commensurate with the return that 
would be demanded by an investor for the particular 
kind of risk inherent in these two enterprises. The prob¬ 
lem, then, as I saw it, resolved itself into making an 
appraisal of capital risks in the subject companies. 

In order to do this, I found it necessary, first, to 
review briefly the operations of the two companies over 
a reasonable period of time, so as to familiarize myself 
with the trend of business, expenses, and profits. I next 
gave consideration to the general business situation, not 
only from a national but also from a local point of view, 
in order to obtain a picture of the past, present, and 
future outlook in so far as operating conditions were 
concerned. 

In this connection it was important to me to be cog¬ 
nizant of the trend in business in the heavy goods lines, 
since the Pittsburgh area is so closely identified with 
the steel and iron industry. It was also important to 
study the trend of natural gas production in the areas 
served by the subject companies. 

Having reviewed such factors, I next made an 
analysis [1659] of the money and capital markets. In 
this particular section, I have covered all kinds of money 
and capital, so as to give an over-all picture of the var¬ 
ious types of risk. In other words, I wanted to demon- 
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strate beyond question that there is a wide variance in 
the degree of risk in the various kinds of capital. 

I have shown the return that is demanded by in¬ 
vestors on the highest grade of capital, up to the specu¬ 
lative type of investment. 

Following this general review of capital risks, I 
next concentrated my efforts to an appraisal of capital 
risks in the utility industry. Here I feel that the evi¬ 
dence clearly demonstrates that investors recognize that 
there are varying degrees of risks, within various divi¬ 
sions of the utility industry. On the basis of an over-all 
appraisal of capital, investors consider the risk attached 
to water companies and electric operating companies’ 
securities as a group to be considerably less than that for 
gas companies. Furthermore, on the same basis, in¬ 
vestors consider the risk attached to natural gas com¬ 
panies to be greater than for manufactured and mixed 
gas companies, and investors’ appraisal was also made 
on common stocks of gas companies in order to ascertain 
the return demanded by investors on equity capital as 
distinguished from over-all capital. 

It was also clear from my analysis of the investors’ 
[1660] appraisal in the various divisions of the utility 
industry, and in the natural gas industry in particular, 
that investors display a degree of discrimination in 
appraising securities, not only as to type of industry, 
but also as to the companies within a given industry. 

In giving consideration to this factor, I felt that in 
order to determine a fair rate of return for the subject 
companies, it was necessary to examine all companies 
within the natural gas industry and determine to what 
extent they were comparable to the Pittsburgh and West 
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Virginia Gas Company, and the Kentucky West Virginia 
Gas Company. 

The various companies that I used in my analysis in 
the gas industry were all of those companies, including 
pipe line companies, upon which I could find information 
to prepare certain ratio computations, and those com¬ 
panies, 19 in all, include Consolidated Utilities Corpora¬ 
tion— 

Mr. Goldberg: Mr. Coffman, may I interrupt? You 
are looking at your exhibit. Will you tell us the page 
you are looking at so we may follow you? 

The Witness: This is on Chart 24 in Exhibit 84 for 
identification. 

Mr. Goldberg: Thank you. 

The Witness: Chart 24. 

A. (Continuing) Consolidated Natural Gas Com¬ 
pany, Houston Natural Gas Corporation, Lone Star 
Gas Company, [1661] Montana Dakota Utilities Com¬ 
pany, Mountain Fuel Supply Company, National Fuel 
Gas Company, Northern Oklahoma Gas Company, Okla¬ 
homa Natural Gas Company, Pacific Lighting Corpora¬ 
tion, Rio Grande Valley Gas Company, Southern Union 
Gas Company, United Gas Corporation. Those being 
the natural gas companies upon which I could find infor¬ 
mation, excluding pipe line companies. 

The pipe line companies were: El Paso Natural Gas 
Company, Interstate Natural Gas Company, Memphis 
Natural Gas Company, Northern Natural Gas Company, 
Panhandle Eastern Pipe Line Company, and Southern 
Natural Gas Company. 
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In other words, there were 13 natural gas com¬ 
panies, including pipe line companies, and 6 pipe line 
companies; making 19 in all upon which I could find 
information in regard to market appraisal, which re¬ 
quired that market prices or quotations be available, 
and that earnings be available, 

Mr. Goldberg: I think you misspoke yourself. I 
think you said 13 natural gas companies including pipe 
line companies. 

The Witness: 13 natural gas companies excluding 
pipe line companies, and 6 pipe line companies; making 
19 in all. 

A. (Continuing) In connection with each of 
those 19 companies, we reviewed all the factors which 
were available to us, and which we believe to be imporj 
tant in our study. For example, on each of those com T 
panies, I noted the construe- [1662] tion of the financial 
statement, the capitalization of the company, the pas| 
trend of earnings, and the present situation, the terri¬ 
tory served, the type of company that it was, whether 
it was producing, transmission, distributing, or some 
combination of those; number of customers that were 
served; and the general character of the territory that 
was served. 

From such selected companies an appraisal of the 
capital risks could be made on the basis of compara¬ 
bility. 

Following this line of procedure, I set forth certaiii 
factors which I believed would provide as accurate a 
basis of selection as possible of companies that would be 
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most comparable within this group of 19. Such factors 
are as follows: 

1. Age of the companies. 

2. The operating revenue—that is, the size of the 
company. 

3. Percent of gross income to operating revenue. 

4. Percent of gross income paid out in dividends 
and interest. 

5. Percent of gross income to total capitalization. 

6. Percent of gross income to net property. 

7. Percent of depreciation reserve to gross prop¬ 
erty. 

8. Percent of common stock and surplus to total 
capitalization. 

9. Percent of natural gas produced to total gas 
handled. 

In the study of the important facts relating to each 
of [1663] these 19 companies, it became dear that there 
were no two companies in the grouping that were exactly 
alike, and yet since those companies comprised a fair 
portion of the industry and all of the industry upon 
which information was available for later purposes of 
my study, I felt that some method should be used which 
would enable me to make a comparison of these com¬ 
panies at least on different elements where there was 
reasonable comparability, and these nine items which I 
have just mentioned was a procedure which seemed to 
lend itself to the purpose of this study and to lead me to 
what I believe to be a sound result. 

Investors give weight to all of these various factors 
in appraising the risks of capital. For example, age is 
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important because of the wasting nature of the natural 
gas industry. 

Size is an important factor in any corporation. 

Earnings in relation to revenues and property furt- 
nish a measure of earning power and financial position^ 

The investor gives some weight to each factor as it 
applies to a specific company, and from the balance of 
all arrives at his appraisal of the individual risk. 

Needless to say, the factors which I have considered 
in this study cannot be regarded as an all-inclusive meas+ 
ure for determining the risks of capital in the natural 
gas industry. Naturally, there are many intangible facj 
tors which go into [1664] the equation which cannot be 
statistically analyzed. However, I do feel that these facj 
tors furnish an adequate basis for selecting companies 
most comparable to Pittsburgh and West Virginia Gas 
Company and the Kentucky West Virginia Gas Com¬ 
pany, and which should most accurately measure the 
degree of risk involved. 

Having measured the degree of risk in the subject! 
companies on the basis of my appraisal of capital risks 
of comparable companies within the natural gas indus-i 
try, I arrived at what I believe to be fair rates of return 
for the Pittsburgh and West Virginia Gas Company and 
the Kentucky West Virginia Gas Company. 

By Mr. Robinson: 

Q. Now, will you take up Exhibit 84 and explain 
the relationship between the charts and the tables? 
A. Exhibit 84 consists of two sections. The first is a 
graphic presentation made up of a series of 39 charts; 
the second consists of supporting tables which relate 
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directly to each of the charts and are indexed appropri¬ 
ately. All the tables in the report contain a specific ref- 
erance to the source from which the data therein were 
taken. 

Q. Will you now please explain the first chart? 
A. In my study to determine a fair rate of return for the 
subject companies, I first reviewed the trend of operating 
revenue and expenses over the 10-year period 1935-1944, 
[1665] inclusive. Chart No. 1, captioned “Trend of Oper¬ 
ating Revenue and Expenses of Pittsburgh and West 
Virginia Gas Company,” shows statistics on operating 
revenue, a detailed breakdown of the operating revenue 
deductions, the operating ratio, and net operating rev¬ 
enue. As shown in the upper left-hand box, operating 
revenue of the company, which amounted to $5,147,000 
in 1935, declined during the recession year of 1938 to a 
low of $4,279,000. Thereafter operating revenue trended 
upward in line with general business improvement. The 
high point was reached in 1943, when operating revenue 
amounted to $8,698,000. In 1944 a decline to $8,479,000 
was shown. 

A similar trend occurred in the trend of operating 
revenue deductions as shown in the upper right-hand 
box. Total revenue deductions amounted to $4,747,000 
in 1935, followed by a decline to $4,486,000 in 1938. In 
1944, total operating revenue deductions amounted to 
$7,291,000. 

Depreciation and amortization increased substanti¬ 
ally during the period, while taxes also increased, espe¬ 
cially in recent years, because of higher income taxes. 
Taxes other than income remained relatively stable 
throughout the period. There was a substantial improve- 
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ment in the operating ratio. In 1944, the ratio stood at 
86 percent as compared with 104.9 percent in the reces¬ 
sion year of 1938, and 92.2 percent in 1935. 

| 

In the case of net operating revenues, as shown in 
the [1666] lower box, the company showed a net of 
$1,187,000 in 1944, as compared with a peak of $l,360,00(j 
in 1943, and a loss of $207,000 in 1938. And a revenue 
of $400,000 in 1935. 

The percent of operating revenue carried down to 
net was 14 percent in 1944. I might say, in connection 
with Chart 1, that, as stated, if you refer to the second 
section of the exhibit, which is following Chart 39, there 
is a flyleaf captioned “Supporting Tables.” After that 
follows the various tabular material appropriately 
marked to each chart, so that the first page in the tabu¬ 
lar section is captioned “Table Supporting Charts Nos. 
1 and 2,” and there the. data which I have just described, 
being shown in the chart, is given in detail for each of 
the years 1935-1944, inclusive, and so on, each chart 
which I shall describe is supported by tables in the tabu¬ 
lar section. 

Chart No. 2, captioned “Analysis of Net Utility In¬ 
come of Pittsburgh and West Virginia Gas Company,” 
covers the same period as the preceding chart, namely, 
1935-1944, inclusive. Here I have shown the net utility 
income of the Pittsburgh and West Virginia Gas Com¬ 
pany, after allowing for the company’s exploration and 
development costs. The net operating revenues shown in 
the preceding chart has been repeated in the upper left- 
hand box of this chart and in the upper right-hand box it j 
will be seen that the company’s exploration and develop¬ 
ment expenses have increased substan- [1667] tially j 
over the 1935-1944 period. 
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In 1935 such expenses amounted to $50,000, or 1 
percent of operating revenue. In 1942 they reached a 
peak of $313,000, followed by a drop to $239,000, and 
$250,000 in 1943, and 1944, respectively. In the latter 
year, the relationship to operating revenue was 2.9 per¬ 
cent. 

After deduction of exploration and development ex¬ 
penses I arrived at the company’s net utility income, 
which is shown in the lower box. For 1944 such income 
amounted to $937,000 as compared with a high of 
$1,121,000 in 1943, and a net loss of $363,000 in 1938. 

Chart No. 3, captioned “Trend of Operating Revenue 
and Expenses of Kentucky West Virginia Gas Com¬ 
pany,” shows the trend of operating revenue, a break¬ 
down of operating deductions, the operating ratio, and 
the net operating revenue of this concern for the ten- 
year period 1935-1944, inclusive. As shown in the upper 
left-hand box, operating revenue of the company reached 
a new high level of $5,006,000 in 1944, which compared 
with a low of $2,666,000 in 1938, and $3,081,000 in 1935. 

Following along with the trend in revenue, the com¬ 
pany’s operating revenue deductions reached a high of 
$3,596,000 in 1944, as compared with a low of $1,896,000 
in 1938, and $1,897,000 in 1935. 

Depreciation, amortization, and depletion of pro¬ 
ducing [1668] gas lands and land rights, and natural 
gas and oil wells, increased substantially during the war 
years. Taxes varied considerably during the period, 
amounting to $395,000 in 1944 as compared with a 
peak of $928,000 in 1942. 

The ratio of operating revenue deductions to operat¬ 
ing revenue showed an upward tendency during the 
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period. In 1944 the ratio stood at 71.8 percent, as com¬ 
pared with a high of 79.3 percent in 1942, and a low of 
61.6 percent in 1935. 

The net operating revenue, as shown in the lower 
middle box, amounted to $1,409,000 in 1944, contrasted 
with a peak of $1,514,000 in 1943, and a low of $769,000 
in 1939. 

As previously indicated by the operating ratio, the 
company carried down 28.2 percent of operating revenue 
to net in 1944, as against a peak of 38.4 percent in 1935. 

Chart No. 4, captioned “Analysis of Net Utility In¬ 
come of Kentucky West Virginia Gas Company,” shows 
the net utility income of the company after allowing 
for exploration and development expenses for the years 
1935-1944, inclusive. 

In the upper left-hand box, the net operating rev¬ 
enue is the same as that shown in the preceding chart. 
The exploration and development costs are shown in the 
upper right-hand box on the chart. 

Such costs amounted to $220,000 in 1944, as com¬ 
pared with a high of $294,000 in 1943, and a low Qf 
$100,318 in 1939. In relation to operating revenue, the 
exploration and development costs accounted for 4.4 
percent of the total in 1944, [1669] compared with a 
high of 6.1 percent in 1943, and a low of 3.4 percent in 
1936. After deducting the exploration and development 
costs, I arrived at the company’s net utility income, 
which is shown in the lower middle box. Such income 
amounted to $1,189,000 in 1944, as compared with a 
peak of $1,220,000 in 1943, and a low of $636,000 in 194lj. 
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The percentage to operating revenue stood at 23.8 
percent in 1944, contrasted with 35 percent at the be¬ 
ginning of the period in 1935. 

After having studied the past operating data of 
both the Pittsburgh and West Virginia Gas Company 
and the Kentucky West Virginia Gas Company, I next 
reviewed the general business situation, both from a 
national and a local standpoint. In this section I have 
charted the trend of industrial production in the United 
States, as well as that in the Pittsburgh District. Also 
I have shown the trend of income payments in the 
United States and in the States of Kentucky and Penn¬ 
sylvania, and the trend of natural gas production in the 
United States and in Kentucky and West Virginia. 

Chart No. 5, captioned “Trend of Industrial Pro¬ 
duction in the United States, Federal Reserve Board 
Indexes,” shows the long term trend of industrial out¬ 
put for the years 1929-1944, inclusive, and in 1945 
through the month of June. All data are on a monthly 
basis. This chart clearly portrays the sharp upward 
surge in industrial production to unprecedented [1670] 
heights during the war period. The index of total pro¬ 
duction in June, 1945, stood at 227 as compared with 
a peak of 247 reached during the months of October and 
November of 1943. 

It will be noted that the production of durable goods 
showed the greatest gain by far during the period. A 
peak of 376 was reached by the durable goods index in 
October, 1943. As was to be expected, the non-durable 
goods index showed a much more moderate upswing. 

It is particularly important to note the change in 
the trend over the past year and a half, particularly in 
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I 

the durable goods lines. Prom the high point of 376 in 
October, 1943, the durable goods index had declined to 
312 in June, 1945. The index of total production, on the 
other hand, showed only a moderate decline due to the 
relative stability in the non-durable goods index. In. 
brief, it may be stated that the war peak in industrial 
production was reached in the closing months of 1943, 
and since that time a downward trend has been in evij 
dence. 

In Chart No. 6, captioned “Industrial Production 
in the United States vs. Pittsburgh District,” a com¬ 
parison is made of the trend of industrial activity in the 
United States with that of the Pittsburgh area. All 
figures represent annual average, and cover the years 
1929-1944, inclusive. It can be clearly seen that the 
trend of industrial production in the Pittsburgh area 
closely followed the trend of the [1671] country as a 
whole throughout the period. However, the fluctuations 
in production in the Pittsburgh area were somewhat 
wider than for the United States as a whole. This re¬ 
flects in large measure the preponderance of heavy 
goods industry in the Pittsburgh area, principally the 
iron and steel industry. I 

I 

For example, in the 1929-1932 depression, the index 
for the Pittsburgh area declined from 136.5 percent to 
51.3 percent, while the United States index showed a 
drop from 110 percent to 58 percent. Also in the 1937- 
1939 business recession, the index for Pittsburgh showed 
a wider fluctuation than is shown for the United States 
as a whole. 

It is interesting to note that during the war period, 
the index for the United States showed a much greater 
gain than that of Pittsburgh area. This change from 
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the experience of former years reflects largely the sharp 
growth of war industries throughout the country as 
compared with relatively small change in the produc¬ 
tive capacity of the steel industry in the Pittsburgh 
district. Specifically, the production index for the Pitts¬ 
burgh district in 1944 reached a new high of 189.5 per¬ 
cent. This compared with 236 percent for the United 
States as a whole. 

Chart No. 7, captioned “Income Payments to Indi¬ 
viduals,” represents another illustration of the general 
economic situation. In this chart I have shown the total 
income payments [1672] to individuals in the United 
States for the years 1929-1944, inclusive, and in 1945 
to and including the month of May. Such income pay¬ 
ments are divided as to the salaries and wages and 
other sources of income, and are adjusted for seasonal 
variation. 

Here again, as in the case of preceding charts, the 
figures attest to the unprecedented prosperity levels 
throughout the war period. The previous monthly highs 
are dwarfed by the peak of income payments attained 
in the early part of 1945. Generally speaking, income 
payments have been well sustained during the past year 
or so, while industrial activity, particularly in the dur¬ 
able goods lines, has been on the decline. As shown by 
the chart, salaries and wages in May, 1945, totaled 
$9,500,000,000, while the total income payments, includ¬ 
ing both salaries and wages and other income, amounted 
to $13,591,000,000. 

Chart No. 8, captioned “Income Payments in the 
United States vs. Kentucky and Pennsylvania,” shows 
a comparison between income payments on an annual 
basis for the United States as a whole, and for the 
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States of Pennsylvania and Kentucky. The box on {;he 
left-hand side of the chart shows the total income pay¬ 
ments in relatives, using 1935-1939 as one hundred. It 
will be seen that there is a very close correlation of in¬ 
come payments in the two states and the United Stages 
throughout the entire period 1929-1944. Only [1673] in 
1944 was there a lag shown in the income payments of 
the State of Pennsylvania, as compared with those of 
the United States and the State of Kentucky. As shown 
in the chart, the index for the State of Pennsylvania, 
in 1944, stood at 194.5 as compared with 220.5 for the 
country as a whole, and 219.2 for the State of Kentucky. 

| 

In the box on the right-hand side of the chart I 
have shown the income payments on a per capita bas jis. 
In this instance the State of Pennsylvania shows the 
highest level of income payments per capita during tlhe 
entire period. In the peak year 1944, such payments 
amounted to $1,171 as compared with $1,117 for the 
United States, and $682 for the State of Kentucky. 

Generally speaking, it may be said that the trend 
of income payments in both the States of Pennsylvania 
and Kentucky have been the same as that for the coun¬ 
try as a whole. In other words, the war resulted in 
succeeding peak levels of individual income for the years 
1941-1944, inclusive. 

Chart No. 9, captioned “Natural Gas Production in 
the United States vs. Kentucky and West Virignia,” 
shows the long term trend of natural gas production in 
the country as a whole and for the States of Kentucky 
and West Virginia, which states are the sources of ghs 
produced and/or handled by the Pittsburgh and West 
Virginia Gas Company, and the Kentucky West Vir¬ 
ginia Gas Company. 
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[1674] As shown in the box on the left-hand side of 
the chart, natural gas production, as stated in relatives, 
1935-1939, equal 100, for the United States, and for the 
States of Kentucky and West Virginia has increased 
substantially over the past ten years or more, par¬ 
ticularly sharp gains being scored during the war years. 
With the rapid development of new gas fields, the State 
of Kentucky shows a relatively sharper gain over the 
period as compared with the United States and West 
Virginia, the same general trend prevailed in all in¬ 
stances. 

In the box ■on the right-hand side of the chart, 
natural gas production for the States of Kentucky and 
West Virginia is shown in relation to the total pro¬ 
duction in the United States. It will be seen that the 
proportion to the total for the State of West Virginia 
has declined considerably, alhough most of this decline 
occurred during the early part of the period. 

Over the past ten years or more, the ratio has re¬ 
mained relatively stable. Kentucky, on the other hand, 
has shown a steady upward trend, the ratio having 
risen from .8 percent in 1926 to 2.7 percent in 1943. As 
the chart shows. West Virginia accounted for 6.6 per¬ 
cent of total natural gas production in the United States 
in 1943, as compared with 13.7 percent in 1926. 

I next considered the necessity, in my study, to de¬ 
termine [1675] a fair rate of return, to review the 
general trend of money and interest rates, so as to 
familiarize myself with the past and present position 
of the capital markets, as it relates to the costs of 
various types of capital In this particular section I 
have covered all kinds of obligations, such as prime 
commercial paper, time loans, and commercial bank 
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loans. The yields on Government and Municipal high 
grade corporate bonds were also studied, and particular 
emphasis was placed on the trend of yields of corporate 
obligations in the utility industry. The variance in 
yields is shown on bonds of different quality rating and 
an exhaustive analysis is made on the yields on new 
security issues in the electric and gas industry over 
the past 10 years. 

Chart No. 10, captioned “Prime money rates,” shows 
the rates paid on 4 to 6 months commercial paper, 90- 
day time loans, New York Stock Exchange, and 90-day 
bankers acceptances. Both the commercial and bankers 
acceptance is considered prime money. It will be seen 
from this chart that the rates on all three classes of 
short-term money showed a widely fluctuating downward 
trend during the early part of the period 1930-1933. 
Since that time a more or less steady level has been main¬ 
tained, at or near the lowest rates reached. 

Specifically, 4 to 6 months prime commercial paper 
declined from a monthly peak of 4.88 percent in January, 
1930, to a low of .50 percent in July, 1941. The rate 
subsequently [1676] increased to .75 percent, which rate 
prevailed in June, 1945. The rate on the 90-day time 
loans, New York Stock Exchange, declined from a 
monthly peak of 4.88 percent in January, 1930, to a low 
of .25 percent in the middle of 1935. The rate recovered 
to 1.25 percent in 1936, where it has remained to the 
present time. 

The rate on 90-day bankers acceptances prime 
showed a monthly peak of 3.94 percent in January, 1930. 
The lowest point reached for such loans was .13 percent 
in 1935. During 1937, the rate increased to .44 percent, 
where it remained in subsequent months. 
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Turning to the next chart, Chart No. 11, captioned 
“Commercial Loan Rates Charged Customers by Banks 
in Principal Cities,” shows the rates charged to cus¬ 
tomers by commercial banks on new commercial loans. 
Such rates are shown on a monthly basis from January, 
1930, through February, 1939. Beginning in March, 
1939, quarterly figures replaced the monthly figures here¬ 
tofore published. The rates shown cover all loans made 
by banks to customers for business purposes, such as 
loans for the purpose of financing capital expenditures 
as well as loans to finance current operations. In fact, 
all business loans, except paper purchased in the open 
market, and loans secured by real estate, are included. 

The maturity of such loans usually ranges anywhere 
from 30 days to 12 months. As indicated by the chart, 
rates are [1677] shown for banks in New York City, for 
banks in seven northern and eastern cities, and for 
banks of 11 southern and western cities. The cities in¬ 
cluded in the latter two categories are as follows: 

7 northern and eastern cities: Chicago, Boston, 
Philadelphia, Pittsburgh, Buffalo, Cleveland, Detroit. 

The 11 southern and western cities: San Francisco, 
Los Angeles, St. Louis, Dallas, Minneapolis, Kansas 
City, New Orleans, Seattle, Atlanta, Baltimore, and 
Richmond. 

The rates charged by banks followed the trend of 
prime money rates fairly consistently throughout the 
period. Banks in New York City charged an average 
rate of 5.4 percent on commercial loans in January, 1930. 
In September, 1937, the rate was 1.65 percent. Since 
that time an upward tendency has been shown, and in 
the second quarter of 1945 a rate of 2.20 percent pre- 
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vailed. Rates charged in the seven northern and eastern 
cities declined from a high of 5.72 percent in January, 
1930, to a low of 2.45 percent in the fourth quarter of| 
1941. In the June quarter of 1945 the rate stood at 2.55 
percent. 

The rates charged in the 11 southern and western 
cities, which were at a peak of 5.9 percent in January, 
1930, reached a low point of 2.65 percent in the fourth 
quarter of 1944. The rate prevailing in the June quarter 
of 1945 was 2.8 percent. 

[1678] Turning to Chart No. 12, captioned “Yields on 
Government, Municipal, and Highest Grade Corporate 
Bonds,” shows the average monthly trend of such yields 
for the period 1930 through June of 1945. The yields on 
United States Treasury Bonds, which are partially tax 
exempt, established a peak of 4.27 percent early in 1932. 
Since that time a steady downward trend has been shown 
and in June, 1945, the yield was 1.63 percent. In the 
case of Standard and Poor’s domestic municipal bonds, 
the average yield declined from a high of 5.4 percent in 
February, 1932, to a low of 1.57 percent in April, 1945. 
In June of 1945, the rate on the domestic municipal bonds 
was 1.58 percent. Highest grade corporate bonds— 
that is 1-A plus, according to rating—showed a peak 
yield of 5.52 percent in February, 1932. In the subse¬ 
quent decline, the yield reached a low of 2.65 percent 
in July, 1945. 

Turning to Chart No. 13, captioned “Standard and 
Poor’s Highest Grade (A-l Plus) Corporate Bond Yield 
by Industry,” shows the trend of yield for highest cor¬ 
porate obligations as differentiated between industrial, 
railroad and public utility bonds. As is evident at a 
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glance, the trend of such yield was very similar to that 
portrayed on the preceding chart. In all cases, the high¬ 
est yields were witnessed in 1932. The yield for indus¬ 
trial bonds on the average dropped from a high of 5.97 
percent in August, 1932, to a low of 2.33 percent in No¬ 
vember, 1941. In July, 1945, the rate had increased 
slightly [1679] to 2.53 percent. 

For railroad bonds, the 1932 high was 5.67 percent. 
In July, 1945, the yield was at the lowest point of 2.75 
percent. 

For public utility bonds, the average yield dropped 
from 5.35 percent in March, 1932, to a low of 2.56 percent 
in March and April of 1945. The yield in July, 1945, 
was slightly higher, at 2.59 percent. 

Chart No. 14, captioned “Standard and Poor’s Pub¬ 
lic Utility Bond Yields by Quality Rating,” shows, for 
the years 1936-45, through July, the trend of yields for 
public utility bonds of various qualities as determined 
by the quality ratings of Standard and Poor’s Corpora^ 
tion. The highest quality rating shown on this chart is 
A-l plus. Generally speaking, the bonds in A group, 
that is A-l plus, A-l and A, are the type of risk in which 
banks and other institutional funds should be concen¬ 
trated. Bonds falling in the B group, that is B-l plus, 
B-l, and B, carry various degrees of speculative risk, 
with B-l plus usually being characterized as a business 
man’s risk, B-l bonds being characterized as lower 
medium grade, and B bonds being characterized as 
speculative. 

The trend of yields for the various quality bonds 
indicates quite clearly that the high grade issues were 
but little affected by the slump in general business 
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activity that began in the latter part of 1937 and con¬ 
tinued through the early part [1680] of 1938. However, 
the yields of the lower quality obligations gave greater 
recognition to the trend of general business conditions 
at that time. 

During the period, the A-l plus bonds fluctuated 
between narrow limits of a high of 3.30 percent in April, 
1937, and a low of 2.56 percent in March and April, 
1945. In July, the yield was 2.59 percent. For bonds 
of A-l quality, the trend was very similar, with the 
yield ranging from a high of 3.66 percent in April, 1937, 
to a low of 2.63 percent in March of 1945. In July, 1945, 
the yield was 2.66 percent. The yield for bonds of “A” 
quality stood at 2.95 percent in July, 1945, as compared 
with the low of 2.90 percent in March, 1945, and a peak 
of 4.1 percent in October, 1937. 

In the case of the B group of bonds, the yield of 
B-l plus issues stood at 3.09 percent in July, 1945, as 
compared with a high of 5.21 percent in April, 1938. In 
the case of the B-l and B groups, the yields in July, 1945, 
were 4.41 percent and 4.63 percent, respectively. 

The public utility bonds used in the computation of 
these various indexes represent for the most part elec¬ 
tric and gas companies which cannot be considered 
comparable to the subject companies. The purpose of 
this chart generally is to show that investors are always 
giving weight to the risk factor when they purchase 
such securities. In other words, this chart indicates 
clearly that the greater the risk of a bond, [1681] the 
higher the yield, and hence the higher the cost of capital. 

Chart No. 15, captioned “New Security Issues of 
Electric and Gas Utilities Offered for Cash in the 
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United States, by Type of Security,” shows the new debt 
and stock securities that have been issued by electric 
and gas utility companies for the years 1935-44, both 
inclusive. Such securities as shown on the chart are 
divided into bonds, debentures, and notes, and preferred 
and common stocks. It will be seen from the chart that 
securities sold by electric and gas utilities amounted to 
$1,296,000,000 in 1944. This represented the largest 
amount of new finan cing done by the electric and gas 
utilities during the. whole 10-year period, with the 
exception of 1936, when new security issues totaled 
$1,411,000,000. 

The lowest point in financing was reached in 1942, 
when new offerings totaled only $377,000,000. In regard 
to the various types of securities issued, it is important 
to note that the issuance of new bonds accounted for 
the major portion of financing in all of the years cov¬ 
ered. There has been very little equity or common stock 
financing. In fact, all the co mm on stock issued during 
the entire period amounted to only .33 percent of the 
total amount of new security offerings as shown in the 
table supporting this chart. 

In order to obtain a picture of the variation in yields 
among the different quality bonds that have been issued 
by electric and gas utilities, I have on Chart 16, cap¬ 
tioned [1682] “Average Yields on New Bond Issues of 
Electric and Gas Utilities by Quality Rating,” tabulated 
the yields according to the quality rating established 
by Standard and Poor’s Corporaton on the bonds offered 
during 1935-44. In the upper left-hand box yield on 
bonds in the A-l plus quality group are shown. It will 
be seen that the yields for this particular group range. 
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from a high of 3.44 percent in 1935 to a low of 2.5? 
percent in 1941. In 1944 a yield of 2.77 percent wad 
shown. 

The upper middle box on the chart covers A-l 
issued by electric and gas utilities. The average 
on such issues range from a high of 3.83 percent in 1935 
to a low of 2.73 percent in 1943. 

The box in the upper right-hand comer presents 
the yields on “A” electric and gas utility bonds offered 
during the 1935-1944 period. It will be seen that the 
yields on these bonds range from a high of 3.96 percent 
in 1935 to a low of 2.92 percent in 1944. 

In the lower left-hand box, yields are shown on the 
B-l plus bonds. As indicated, the yields ranged from 
a high of 4.42 percent in 1935 to a low of 3.21 percent 
in 1944. 

The lower middle box shows the yields on B-l 
quality bonds issued diming the period. It will be seen 
that no issues carrying this particular rating were sold 
during the years 1938 and 1939, and in 1942 and 1943. 
In 1935 three issues were sold on which the average 
yield was 5.74 percent. [1683] The lowest yield in this 
group was 3.13 percent in 1944 and on one issue. 

Finally, in the. lower right-hand box, it will be seed 
that only one issue carrying the speculative rating of 
B was sold during the entire period 1935-44, inclusive. 
The yield on this particular issue was 6.26 percent. 

Summarizing, this chart also shows the discrimina¬ 
tion of investors as to quality or to the type of risk 
involved. The lowest yields are shown on the highest 
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grade issues, while the highest yields are shown on the 
lower grade or speculative issues. 

It is also important to note that most of the debt 
financing over the past ten years has been in the high 
quality bracket. 

###*#** 

Q. Mr. Coffman, will you proceed to explain Chart 
17? A. Chart No. 17, captioned “Investors’ Appraisal 
of Over-all Capital Risks in Various Divisions of the 
Utility In- [1684] dustry,” shows data for the years 
1936-44, both inclusive, on water companies in the up¬ 
per left-hand box; electric operating companies, in the 
upper right-hand box; manufactured and mixed gas 
distributing companies, in the lower left-hand box, 
natural gas companies, in the lower middle box; and 
natural gas pipe line companies, in the lower right hand- 
box. The method of computing the investors’ appraisal 
of over-all capital risks was as follows: 

For each company, and each group of companies, 
for each of the periods stated, the value of all of the 
outstanding capital was obtained by multiplying the 
number of bonds, preferred stock and common stock 
outstanding, by the average of the high and low market 
prices. The result of such computation was then di¬ 
vided into the total earning available for capital, the 
result being what is termed the investors’ appraisal of 
over-all capital risks. 

The list of companies included in each group is 
shown on the tables supporting this chart. All com¬ 
panies on which it was possible to obtain necessary data 
for all periods are covered. As indicated in the upper 
left-hand box, investors appraised the risk of water 
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companies at 4.74 percent in 1944, compared with 5.06 
percent in 1943, a peak of 5.72 percent in 1939, and 5.4,7 
percent in 1936. In the case of electric operating conl- 
panies, the investors’ appraisal of over-all capital risks 
was 5.06 percent in 1944, compared [1685] with 5.23 
percent in 1943, and a peak of 5.83 percent in 1941, an(l 
5.28 percent in 1936. 

For manufactured and mixed gas companies, in¬ 
vestors appraised the risks of capital at 6.39 percent in 
1944, as compared with 6.82 percent in 1943, a peak of 
7.27 percent in 1942, and ’41, and 5.48 percent in 1936. 

For natural gas companies, excluding pipe lines, the 
appraisal was 6.85 percent in 1944, compared with 7.79 
percent in 1943, a peak of 8.01 percent in 1942, and 6.48 
percent in 1936. 

Finally, in the case of the natural gas pipe line 
companies, the appraisal was 8.3 percent in 1944, com¬ 
pared with 7.92 percent in 1943, a peak of 9.5 percent 
in 1937, and 7.76 percent in 1936. 

It is evident from this chart that investors rec¬ 
ognize that there are varying degrees of risks in the 
different divisions of the utility industry. In other 
words, as on the basis of the over-all appraisal, inves¬ 
tors consider the risk attached to water companies anc l 
electric operating companies securities as a group to 
be considerably less than that for gas companies. Fur¬ 
thermore, on the same basis, investors consider the risk 
attached to natural gas division, which, unlike other 
divisions, produces, transports, and distributes a wast¬ 
ing asset, to be greater than that for the manufactured 
and mixed gas companies. 
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[1686] In the preceding chart, the investors’ appraisal 
of over-all capital risks was shown on an industry or 
group basis. 

Turning to Chart No. 18, captioned “Investors’ 
Appraisal of over-all Capital Risks in the Gas Industry 
Based on 1940-44 Weighted Average,” I show the inves¬ 
tors’ appraisal for individual companies in the manu¬ 
factured and mixed gas distributing business, the nat¬ 
ural gas companies, excluding pipe lines, and for the nat¬ 
ural gas pipe line companies. The yields shown cover 
the 1940-44 period and have been weighted on the basis 
of recency in earnings. In other words, 1940 was given 
a weight of 1; 1941 a weight of 2, and so on, to 5 for 
1944. 

It will be seen that the appraisal of risks vary con¬ 
siderably among the various companies included in the 
tabulation. In the case of manufactured and mixed gas 
distributing companies, Bridgeport Gas Light Company 
showed the lowest weighted average yield during the 
period, namely, 5.72 percent. The highest was 11.25 per¬ 
cent for the Haverhill Gas Light Company. For the group 
as a whole the weighted average was 7.58 percent. 

In the case of natural gas companies, excluding 
pipe lines, the lowest weight average yield of 5.73 per¬ 
cent was for Pacific Lighting Corporation, while the 
highest of 12.25 percent was for the Northern Okla¬ 
homa Gas Company. For the group, the weighted aver¬ 
age stood at 8.72 percent. 

[1687] In the natural gas pipe line group, Panhandle 
Eastern Pipe Line Company showed the lowest weight 
average yield of 7.58 percent, which compared with a 
high of 11.79 percent for the Memphis Natural Gas Com- 
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pany. The average for this group, as a whole, was 9.08 
percent. The significance of this chart is that investors 
not only discriminate as to type of risk, as between in¬ 
dustries, but also as to individual companies within a 
given industry. 

I have further refined the investors’ appraisal of 
capital risk in the next chart, Chart 19, captioned “In¬ 
vestors’ Appraisal of Over-all Capital Risks in the Gas 
Industry—1944.” Here I have shown the appraisal ft»r 
the year 1944 only, which is the most recent period in 
which data can be obtained. In this instance the Hart¬ 
ford Gas Company showed the lowest appraisal amoJig 
the manufactured and mixed gas distributing companies, 
namely, 5.28 percent. The average for the group whs 
6.95 percent. 

Montana-Dakota Utilities Company showed the 
lowest average yield of 5.22 percent for 1944, in the 
natural gas company group, excluding pipe lines, which 
compared with 8.25 percent for the group as a wholje. 

In the case of the natural gas pipe line companies, 
El Paso Natural Gas Company showed the lowest ap¬ 
praisal of 7.98 percent. The average for the entire group 
was 8.58 percent in 1944. 

[1688] It may be noted here that the average yield f(|>r 
each group in 1944 was lower than that shown on tlje 
preceding chart covering the 5-year period 1940-44, evpn 
after giving weight to recency of earnings. This reflects 
the general downward trend in yields that has been wit¬ 
nessed in the securities markets over the past several 
years. 

| 

Chart No. 20, captioned “Distribution of Invested 
Capital of Natural Gas Companies in 1944, Based op 
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Market Values,” shows the percentage distribution of 
capital as based on market valuation of all the natural 
gas companies that have been covered in this study of 
investors’ appraisal of capital risks. I have endeavored 
to obtain here what might be termed a representative 
capitalization for all natural gas companies. Capital 
distribution is obviously a factor that must be consid¬ 
ered in connection with any study of the appraisal of 
capital risks by investors. 

It will be seen that the natural gas companies, ex¬ 
cluding pipe lines, showed a capital distribution, as based 
on market values, of 30.6 percent in debt, 10.8 percent 
in preferred stock, and 58.6 percent in common stock. 

The natural gas pipe line companies showed 35.9 
percent of debt, 7.1 percent of preferred stock, and 57 
percent of common stock. 

For all natural gas companies, the ratio was 32 per¬ 
cent debt, 9.8 percent preferred stock, and 58.2 percent 
common [1689] stock. 

As will be seen later in my study, I have used this 
distribution analysis as a basis for determining a more 
representative capital distribution for the subject com¬ 
panies. Both the companies under consideration have 
unusual capital structures. The Pittsburgh and West 
Virginia Gas Company having only common stock capi¬ 
tal outstanding, while the Kentucky West Virginia Gas 
Company has preferred and common stock, of which 
the former constituted the greater proportion. 

Turning to Chart No. 21, captioned “Eamings-Price 
ratios of Gas Industry Co mm on Stocks,” shows the in¬ 
vestors’ appraisal of common stocks of the various gas 
companies that have been studied in the preceding 
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charts. Such appraisal is made on the basis of eamings- 
price ratios. These ratios are the result of dividing the 
earnings for each period by the indicated market value 
of the common stocks for the various companies. In the 
upper middle box, the eamings-price ratio of 11 manu¬ 
factured and mixed gas companies was 8.37 percent in 
1944, as compared with a high of 12.65 percent in 1942, 
and a low of 6.43 percent in 1936. 

In the natural gas companies, excluding pipe lines, 
the earnings-price ratios stood at 9.08 percent in 1944 for 
13 companies, as compared with a high of 13.23 percent 
in 1942 for ten companies, and a low of 6.96 percent in 
1936 for ten companies. 

[1690] For the natural gas pipe line companies, the 
eamings-price ratio was 12.04 percent in 1944, vs a high 
of 12.80 percent in 1942, and a low of 8.26 percent in 
1936. As in the case of investors’ appraisal of over-all 
capital risks, I carry my study of the appraisal of com¬ 
mon stocks further to include a comparison on an indi¬ 
vidual company basis. 

Turning to Chart No. 22, captioned “Earnings-Price 
Ratios of Gas Industry Common Stocks Based on 1940- 
1944 Weighted Average,” shows such ratios for the va¬ 
rious companies. Here again weight is given to the 
recency of earnings. In the manufactured and mixed 
gas distributing companies group, the Brooklyn Union 
Gas Company showed the highest weighted ratio of 16.81 
percent, while Bridgeport Gas Light Company showed 
the lowest weighted ratio of 6.83 percent. The average 
weighted ratio for the group as a whole was 9.93 percent. 

In the case of the natural gas companies, excluding 
pipe lines. Consolidated Gas Utilities Corporation 
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showed the highest ratio of 26.72 percent, while National 
Fuel Gas Company showed the lowest ratio of 8.26 per¬ 
cent. For the entire group, the ratio was 14.79 percent. 

The right-hand box, showing natural gas pipe line 
companies, shows variation on each company, the low¬ 
est being the Interstate Natural Gas Company of 9.96 
percent, and the highest being shown by the Houston 
Natural Gas Company of 14.14 percent. The average for 
the group being 12.31 percent. 

[1691] Mr. Wasson: That is Southern Natural Gas 
Company? 

The Witness: Southern, that is right. I am sorry. 
That is Southern instead of Houston. 

Mr. Robinson: All right. Go ahead. 

A. (Continuing) Turning to Chart No. 23, cap¬ 
tioned “Eamings-Price Ratios of Gas Industry Common 
Stocks—1944,” that chart shows the investors’ appraisal 
of common stocks for the year 1944 only. The preceding 
chart covered the 1940-44 period. 

It will be seen that the ratios in this chart are lower 
than those shown for the 1940-44 period, despite the 
weight given to the recency of earnings in the period. 

The manufactured and mixed gas distributing com¬ 
panies showed an average ratio of 8.4 percent in 1944. 
Among the various companies, Brooklyn Union Gas 
Company had the highest ratio of 14.9 percent, while the 
Providence Gas Company showed the lowest of 5.62 per¬ 
cent. The average for the group of natural gas com¬ 
panies, excluding pipe lines, was 11.51 percent compared 
with a high of 18.04 percent for Southern Union Gas 
Company, and a low of 6.90 percent for the National Fuel 
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Gas Company. The natural gas pipe line companies 
showed an average ratio of 11.50 percent for 1944, with 
Panhandle Eastern Pipe Line Company having the high¬ 
est of 15.06 percent and the Interstate Natural Gas Com¬ 
pany the lowest of 8.93 percent. 


After analyzing the investors’ appraisal of capital 
risks [1692] of the utility industry, and in the gas in¬ 
dustry in particular, from the standpoint of over-all 
capital, and common stock capital, I next considered the 
problem of applying my analysis to a determination Of 
a fair rate of return for the Pittsburgh and West Vir¬ 
ginia Gas Company and the Kentucky West Virginia Gas 
Company. 


As shown in the preceding charts, investors display 
a high degree of discrimination in appraising securities, 
not only as to type of industry but also as to the com¬ 
panies within a given industry. In giving consideration 
to this factor, I felt that in order to determine a fair 
rate of return for the subject companies, it was neces¬ 
sary to select certain companies within the natural gas 
industry, which would be considered most comparable tk 
Pittsburgh and West Virginia Gas Company and Ken¬ 
tucky West Virginia Gas Company. From such selected 
companies, an appraisal of the capital risks could bk 
made on the basis of comparability. 


Following this line of procedure, I set forth certain 
factors which I believed would provide as accurate a 
basis of selection as possible of companies that would be 
most comparable. These factors are covered in Charts 
24 through 32. Since these factors are more or less self- 
explanatory I do not think it is necessary to make a de¬ 
tailed statement regarding each one of these char ts, 
which are designated in my study as follows: 
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Chart 24, captioned “Age of Companies in Years to 
December [1693] 31,1944,” and it can be seen in Chart 
24 that there are three separate parts. 

First are 13 companies which are the natural gas 
companies, excluding the pipe line companies. In the 
second division there are six natural gas pipe line com¬ 
panies, which make the total of 19 companies to which 
I have already referred. The last box contains informa¬ 
tion on the subject companies. So that in Chart 24 it 
can be seen that the ages of the natural gas companies 
vary from a low of 9 years to a high of 46 years, and 
that in the case of the natural gas pipe line companies, 
the ages range from 9 to 18. 

Pittsburgh and West Virginia Gas Company has an 
age of 50 years, and, the Kentucky West Virginia Gas 
Company, an age of 18. 

So that the chart gives basic data upon which, later, 
I am going to make certain tabulations to select, on a 
group of nine items which I have already mentioned, a 
basis of making a comparison between the subject com¬ 
panies and these nineteen companies. 

Chart No. 25, captioned “Operating Revenues— 
Based on 1940-1944 Average In Millions of Dollars,” was 
the second item. Age, which I have already mentioned, 
was the first. 

The figures shown in Chart 25 are the second test, 
and this shows that the figures on natural gas companies 
vary considerably from one company to the next. It also 
shows that [1694] in the natural gas line companies, the 
operating revenue varies considerably from one com¬ 
pany to the other. The subject companies, in the case 
of Pittsburgh West Virginia Gas Company, the oper- 
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1 

ating revenue was 7.5 million dollars, and in the case of 
Kentucky West Virginia Gas Company, it was $4,200,000i 
And a little later on, I will use these comparisons to make 
certain tabulations. 

Chart No. 26, captioned “Percent of Gross Income 
to Operating Revenue Based on 1940-1944 Average,” 
again shows the 19 companies and the two subject com¬ 
panies, but showing a different factor, which is the third 
test that I was making, namely, the percent of gross inj 
come to operating revenue based on 1940-1944 averages] 
And here again the gross income to operating revenue 
varies as between the gas companies, and also as be-j 
tween the natural gas pipe line companies, and it shows 
that Pittsburgh and West Virginia Gas Company ha4 
9.3 percent, and the Kentucky West Virginia Gas Com-] 
pany had 21.6 percent, which percentages compare with] 
those shown on the top of each of the bars for the other 
19 companies. 

Chart No. 27, captioned “Percent of Gross Income 
Paid Out in Dividends and Interest Based on 1940-1944 
Average,” is the next factor that was used for testing 
comparability, and here again the percentages vary from 
one company to another as between the 19 companies, 
and in the case of Pittsburgh and West Virginia Gas! 
Company there was none, because the com- [1695] pany] 
paid no dividends, and in the case of Kentucky West Vir¬ 
ginia Gas Company, the percent was 75.6 percent, which 
compares with the percentages as shown on Chart 27 for 
each of the other 19 companies. 

Chart No. 28, captioned “Percent of Gross Income 
to Total Capitalization Based on 1940-1944 Average,” 
was a further test for purposes of comparability that 
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was used. And here again the percentages as between 
the 19 companies vary. Pittsburgh and West Virginia 
Gas Company showed 9.4 percent, Kentucky West Vir¬ 
ginia Gas Company showed 8.6 percent, and those figures 
compare with the. figures at the top of each of the col¬ 
umns for each of the other 19 companies. 

Chart No. 29, captioned "Percent of Gross Income to 
Net Property Based on 1940-1944 Average,” is a further 
test for comparability, in which it is shown that the 
percentages vary again as between the 19 companies, 
that the Pittsburgh and West Virginia Gas Company 
showed 10.9 percent, and the Kentucky West Virginia 
Gas Company showed 8.9 percent, and that those per¬ 
centages compared with the figures as shown above each 
of the columns for each of the other 19 companies. 

Chart No. 30, captioned “Percent of Depreceiation 
Reserve to Gross Property Based on 1940-1944 Aver¬ 
age,” shows the individual variations in the percentages 
as between the individual 19 companies again, and shows 
that Pittsburgh and West Virginia Gas Company had 
65.9 percent, and Kentucky West [1696] Virginia Gas 
Company 51.8 percent, and those individual percentages 
compared with the other percentages as shown for each 
of the individual 19 companies. 

And this was a further test of comparability that 
I am going to use in a subsequent tabulation. 

Chart No. 31, captioned “Percent of Common and 
Surplus to Total Capitalization Based on 1940-1944 
Average,” shows the percentage for Each of the 19 com¬ 
panies, and these percentages, as it can be seen, vary 
widely as between companies. It shows that the Pitts¬ 
burgh and West Virginia Gas Company was 100 percent 
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in common and surplus, while the Kentucky West Vir¬ 
ginia Gas Company had 20.9 percent of its total capital¬ 
ization in common and surplus. And those percentages 
for the two subject companies compare with the indi¬ 
vidual percentages shown at the top of the columns for 
each of the other 19 companies, and this was a further 
test for comparability that I will use in a later tabula¬ 
tion. 


Chart No. 32, captioned “Percent of Natural Gas 
Produced to Total Gas Handled, Based on Data for the 
Last Available Year,” shows the percent for the indi¬ 
vidual companies where such percent or figures to com¬ 
pute such percent were available, and it shows that Pitts¬ 
burgh and West Virginia Gas Company was 27.7 per¬ 
cent, while Kentucky West Virginia Gas Company was 
83.5 percent, and those two percentages compare with 
the percentages shown for the other companies where 
[1697] such percentage calculations could be made. And 
that is the latest of the nine in all which I used to work 
out a comparability table. 

Now, data pertaining to each of these factors are 
shown for all the natural gas companies, whether pro¬ 
ducing, transporting, or distributing, that were covered 
in my study of the investors’ appraisal of capital risks. 
Similar data are shown for the Pittsburgh and West 
Virginia Gas Company and the Kentucky West Virginia 
Gas Company, on each of the charts. Investors give 
weight to all of these factors in appraising the risks of 
capital. For example, gas is important because of the 
wasting nature of the natural gas industry. 

Size is an important factor for any corporation. 
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Earnings, in relation to revenues and property, 
furnish a measure of earning power and financial posi¬ 
tion. 

The investor gives some weight to each factor as 
it applies to a specific company, and from the balance of 
all arrives at his appraisal of the individual risk. 

Needless to say, the factors which I have considered 
in my study cannot be regarded as an all-conclusive 
measure for determining the risks of capital in the 
natural gas industry. Naturally, there are many intang¬ 
ible factors that go into the equation which cannot be 
statistically analyzed. However, I do feel that these fac¬ 
tors do furnish an adequate basis for selecting com¬ 
panies most comparable to Pittsburgh [1698] and West 
Virginia Gas Company, and Kentucky West Virginia 
Gas Company, and which should most accurately meas¬ 
ure the degree of risk involved. 

In Chart No. 33, captioned “Basis of Selection of 
Companies Considered Comparable to Subject Com¬ 
panies,” I have measured the basis of my selection of 
comparable companies as determined by my analysis of 
the afore-mentioned factors. The figures on the left side 
of the chart show the extreme range of the various 
factors for all of the natural gas companies covered. 
For example, the age of the companies varied from 9 
years to 46 years. The operating revenues varied from 
a low of 905 thousand dollars to $57,283,000. 

In the ratio group, the percent of gross income to 
operating revenues showed an extreme range of 11.8 
percent to 35.8 percent. The percent of gross income 
paid out in dividends and interest varied from a low of 
41.0 percent to a high of 106.1 percent, and the percent 
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of gross income to total capitalization showed a range 
of 5.2 percent to 16.5 percent. 

The extreme range for the ratio of gross income to 
net property was 4.9 percent to 20.8 percent. 

The percent of depreciation reserve to gross prop¬ 
erty ranged from 13.3 percent to 57.2 percent. 

And the percent of common stock and surplus to 
total capitalization ranged from 27.3 percent to 100 per¬ 
cent. 

The extreme range for the percent of natural gas 
produced [1699] to total gas handled was none, or zero, 
to 75.4 percent. 

In the middle group of figures, I have summarized 
the various factors of the Pittsburgh and West Virginia 
Gas Company, and set forth the range of selection to be 
used in determining which companies are most compar¬ 
able. For example, the age of the Pittsburgh and West 
Virginia Gas Company is 50 years. Since there were 
only three companies which came within striking dis¬ 
tance of this age, over 30 years was set as a range of 
selection for this factor. 

In the case of operating revenue, Pittsburgh and 
West Virginia Gas Company showed an average revenue 
of $7,492,000 over the 1940-1944 period. This range of 
selection, accordingly, was placed at five milli on to ten 
million dollars. On the basis of 9.3 percent ratio of 
gross operating income to operating revenue for Pitts¬ 
burgh and West Virginia Gas Company, the range of 
selection was set at under 15 percent. 
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Since the company paid no interest or dividends, 
the factor of percent of gross income paid out in interest 
and dividends was not applicable in this instance. 

The range of selection of the other ratios is clearly 
set forth on the chart. The figures on the right-hand 
side of the chart show the range of selection for the 
Kentucky West Virginia Gas Company. The age of this 
Company was 18 years, so the range of selection was 
placed at 15 to 20 years. With the average operating 
ratio for the period 1940-1944 [1700] amounting to 
$4,221,000— 

By Mr. Robinson : 

Q. You mean revenue there? A. Yes. With the 
average operating revenue for the period 1940-44 
amounting to $4,221,000, the range of selection was 
placed at under five million dollars. 

The range of selection for the other various ratios 
are clearly shown on the chart and need not be discussed 
further. 

Having determined the range of selection of the 
various factors, I proceeded to segregate the items on 
which the companies appeared to be most comparable. 
This segregation is shown on Chart 34 captioned, “Com¬ 
panies Most Comparable to Pittsburgh and West Vir¬ 
ginia Gas Company on Various Bases of Selection.” As 
noted at the bottom of the chart, the data in parenthe¬ 
ses are considered most comparable to the data for the 
Pittsburgh and West Virginia Gas Company. 

In the first column, on age, it will be seen that only 
three companies—namely. Consolidated Natural Gas 
Company, National Fuel Gas Company, and Pacific 
Lighting Corporation—had an average of over 30 years, 
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which was the range of selection mentioned in the pre¬ 
ceding chart. 

In the case of operating revenue, there were only 
three companies whose revenues ranged between 5 and 
10 million dollars. 

For the ratio of gross income to operating revenue, 
there [1701] was one company, namely, the Memphis 
Natural Gas Company, which showed a ratio of under 
15 percent. 

The other ratios were considered in like manner 
and on the extreme right side of the chart I have placed 
the number of observations that applied in each in¬ 
stance. It will be seen that there were 27 observations 
or items of comparability to the Pittsburgh and West 
Virginia Gas Company, among all of the natural gas 
companies. 

The same procedure was followed for the Kentucky 
West Virginia Gas Company on Chart No. 35, captioned 
“Companies most Comparable to Kentucky West Vir¬ 
ginia Gas Company on Various Bases of Selection,” and 
I would like to say, in connection with this chart, that I 
have discovered that in having it typed up, one set of 
parentheses was not inserted, and it is for Consolidated 
Natural Gas Company in the column headed “Percent 
Gross Income Paid Out,” which figure is 71.9 percent, 
which should have parentheses around it. Thereby, 
when you count the observations across, making the 
total observations of three as shown in the last column. 

With respect to age, there were 9 companies con¬ 
sidered comparable on the basis of the range of selec¬ 
tion of between 15 and 20 years for this factor. 
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As to the size of the company, there were seven 
concerns that had an average operating revenue under 
five million dollars. 

[1702] In the col umn for percent of gross income to 
operating revenue, there were five companies considered 
comparable, which showed a ratio of between 18 and 
25 percent. 

For the ratio of gross income paid out in interest 
and dividends, there were eight companies which paid 
out an average of 70 percent to 80 percent over the 
period. 

The data in parentheses in the remaining columns 
set forth the number of items on which the companies 
were considered comparable to the Kentucky West Vir¬ 
ginia Gas Company. As in the preceding chart, the 
column on the extreme right shows the number of ob¬ 
servations, namely, 47, among all of the natural gas 
companies. 

Mr. Goldberg : Mr. Examiner, I think the copy 
marked for the official files should be changed in accord¬ 
ance with Mr. Coffman’s statement. 

Trial Examiner’. Yes, I think it would be well for 
Mr. Coffman to make that correction in the record copy 
of the exhibit, and insert the parentheses around the 
figures to which he referred. 

(Witness proceeds to do as directed.) 

Trial Examiner: The document so far is only 
marked for identification. 

A. (Continuing) Chart No. 36, captioned “Indi¬ 
cated Rates of Fair Return for Pittsburgh and West 
Virginia Gas Company and Kentucky West Virginia 
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Gas Company, as Indicated by Investors’ Appraisal oi 
Other Natural Gas Companies,” shows [1703] the indi¬ 
cated risk rates of the subject companies as determined 
from the investors’ appraisal of over-all capital risks 
of other natural gas companies after giving weight to 
the comparability factors discussed in the preceding 
charts. 

I 

The first two columns on the left-hand side of the 
chart present the investors’ appraisal of over-all capita^ 
risks on the natural gas companies for 1940-1944, and for 
the year 1944 only, as shown previously on charts Nosj 
18 and 19. j 

In order to determine the risk rates of the subject 
companies, I weighted the appraisal ratios of the various 
natural gas companies, according to the number of 
comparability items or observations outlined in the pre¬ 
vious two charts. First, considering the Pittsburgh and 
West Virginia Gas Company, it will be seen that no 
computations has been made on the over-all appraisal 
of the Consolidated Gas Utilities Corporation, since 
there were no items of comparability between this com¬ 
pany and the Pittsburgh and West Virginia Gas Com¬ 
pany. 

I 

However, in the case of the Consolidated Natural 
Gas Company, the over-all appraisal ratio has been 
multiplied by 3, which represents the number of items 
or observations of comparability. This procedure was 
followed with respect to all of the natural gas compa¬ 
nies, which resulted in total weighting factors for the 
1940-1944 period, and for 1944 only. 

Dividing such total weighting factors by the number 
of [1704] comparable items, I arrived at an indicated 
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risk rate of 9.77 percent for the 1940-44 average period, 
and 9.21 percent for the 1944 year only, for the Pitts¬ 
burgh and West Virginia Gas Company. 

The same steps were taken with respect to the Ken¬ 
tucky West Virginia Gas Company, as shown by the 
figures on the right side of the chart. Since there were 
three comparable items between this company and the 
Consolidated Gas Utilities Corporation, the over-all 
capital risk ratio of the later was weighted three times. 
Dividing the total weighting factor in this instance by 
the number of comparable items, I arrived at the indi¬ 
cated risk rates of 9.03 percent, and 8.44 percent for the 
1940-44 period and 1944 only, respectively, for the Ken¬ 
tucky West Virginia Gas Company. 

Having determined the indicated risk rates of the 
subject companies on the basis of the investors’ appraisal 
of over-all capital risks, I next computed the indicated 
risk rates for common stock capital, which are shown in 
the Chart No. 37, captioned “Indicated Earnings—Price 
Ratio for Pittsburgh and West Virginia Gas Company, 
and Kentucky West Virginia Gas Company, as Indicated 
by Earnings—Price Ratios for other Natural Gas Com¬ 
panies.” 

The earnings—price ratios of the various natural 
gas companies for the 1940-44 period and 1944 only are 
restated in the first two columns on the left side of the 
chart. The [1705] ratios were discussed previously on 
Charts 22 and 23. Here again the ratios were weighted 
according to the number of comparability items or ob¬ 
servations. 

However, in this case I have eliminated one factor, 
namely, the percent of common stock and surplus to 
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total capitalization. This factor was eliminated because, 
in determining a fair rate of return for the subject com¬ 
panies, as will be seen in the next chart, I am basing it 
on an assumed capital structure of 40 percent debt arjd 
60 percent common stock, which is in line with the actual 
distribution of invested capital of all of the natural g4s 
enterprises included in my study. 

It will be recalled that the distribution of invested 
capital of all natural gas companies in 1944 as based op. 
market values was 32 percent debt, 9.8 percent preferrejd 
stock, and 58.2 percent common stock. Since preferred 
stock financing is not considered typical of the natural 
gas industry, I am treating such capital distribution ajs 
a part of debt in arriving at a representative capital 
structure. 


For the Pittsburgh and West Virginia Gas Company 
it will be seen that the total weighting factor, as baseji 
on earnings—price ratios and weighted according to the 
number of comparability items, resulted in an indicated 
earnings—price ratio of 13.64 percent and 11.91 percent 
for the respective periods, 1940-44 and the year 1944 

rf’VnlTT- 


[1706] In the case of the Kentucky West Virginia Gas 
Company, the total weighting factor, as based on the 
earnings—price ratios, and weighted according to the 
number of comparability items resulted in an indicated 
earnings—price ratio of 13.83 percent, and 11.40 percent 
for the respective periods of 1940-44 and the year 1944 
only. 

Chart No. 38, captioned “Indicated Rates of Return 
for Pittsburgh and West Virginia Gas Company and Ken¬ 
tucky West Virginia Gas Company, assuming a capital 
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structure of 40 percent debt and 60 percent common 
stock,” shows the over-all return requirement for the 
subject companies. For purposes of this study, I have 
used 3.50 percent as a representative rate for new debt 
financing. This rate is a judgment figure based upon the 
most recent debt financing in the natural gas industry. 

Earlier this year, Tennessee Gas and Transmission 
Company sold to the public 35 million dollars first mort¬ 
gage pipe line 3 percent bonds at a net price to the com¬ 
pany of approximately par. 

In November, 1944, the United Gas Corporation sold 
100 million dollars of new first mortgage and collateral 
trust 3 percent bonds at par, the net price to the com¬ 
pany not being available. 

Considering the size of the issues and the operating 
status of these companies, I feel that, if anything, the 
3.50 [1707] percent rate used in this study is on the con¬ 
servative side. The rates used for the common stock 
are based on the indicated earnings—price ratios deter¬ 
mined in the preceding chart. It will be seen that the 
over-all return requirements for the Pittsburgh and West 
Virginia Gas Company, as based on the 1940-44 earn¬ 
ings—price ratio, was 9.56 percent. Based on the 1944 
earnings—price ratio, the over-all return requirement 
was 8.54 percent. For the Kentucky West Virginia Gas 
Company, the over-all return requirement, as based on 
the 1940-44 earnings—price ratio, was 9.68 percent, 
while on the basis of the 1944 earnings—price ratio, the 
over-all return requirement was 8.24 percent. 

Chart No. 39, which is the last chart of the series 
and study, captioned “Fair Rates of Return for Pitts¬ 
burgh and West Virginia Gas Company and Kentucky 
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West Virginia Gas Company,” summarizes what I believe 
to be the fair rates of return for the subject companies 
as based on: 1. The investors’ appraisal of risks qf 
capital; 2. The assumption of a capital structure qf 
40 percent debt and 60 percent common stock. Such fair 
rates of return are 9 percent for the Pittsburgh and West 
Virginia Gas Company, and 8.50 percent for the Ken¬ 
tucky West Virginia Gas Company. 

******* 

I 

[1909] H. W. RUEMMELE 

******* 

I 

Cross Examination. 

By Mr. Goldberg : 

******* 

| 

[1910] Q. Well, I don’t think it is necessary for you to 
read those pages in their entirety. I have some quesj 
tions here which I think will clarify the record and 
develop exactly your approach to the problem. Assum-j 
ing that Kentucky West Virginia Company places a well 
costing $10,000 in operation in 1945, and that its life is 
35 years, how much depletion will you have accrued in 
35 years? A. The full amount 

Q. $10,000? A. $10,000. 

Q. Yes. And in answering as you have, you have 
assumed, have you not, that salvage from the well at 
the end of the service life will be zero? A. That is 
correct. 

Q. And that is the assumption you made in Ex¬ 
hibit 68? A. That is right 
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Q. Net ultimate salvage? A. Yes, the net salvage 
will be zero. 

Q. What are the components of salvage? When I 
say “salvage,” I mean net ultimate salvage of course. 
A. The expense of plugging the well is the expense por¬ 
tion of the net salvage, and the salvage would be the 
recovery of any equipment from the well. 

Q. Are not the components of salvage the cost of 
removal and junk value? [1911] A. The cost of removal 
and the value of the equipment. It may not be junk. 

Q. Well, the value of the equipment removed, 
whatever it may be, represents the components of the 
net salvage; is that right? A. That is right. 

Q. Now, the expense of plugging is not included in 
that; isn’t that so? A. It is included in that. 

Q. Well, have we not just agreed that the com¬ 
ponents of net salvage are: 1. The cost of removal, and 
2. the value of the materials removed, whatever it may 
be? A. The cost of removal includes the expense in 
connection with the plugging of the well. 

Q. So that in your assumptions, when you say that 
you have included as components of net salvage the cost 
of removal and the value of the materials, in the cost of 
removal, you have intended to include the expense of 
plugging; is that right? A. That is right. 

Q. Well, in that example that I gave you, I have 
difficulty seeing how, in recovering the $10,000 in the 
35-year span, you will have provided for the expense of 
plugging that well at the end of the service life. A. In 
that case, and in cases of wells drilled in the [1912] 
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future, there probably will be an expense that would be 
incurred at the end of the life of the enterprise. 

Q. Which will not— A. Which is not reflected in 
the procedure here of net, zero, salvage. 

Q. Perhaps you can help me on this: you say that 
would be the case, and the expense of plugging would be 
incurred and provided for in net salvage with respect to 
wells to be drilled in the future. Now, why isn’t that the 
case with respect to wells that are. presently in service? 
A. There may be certain wells in service drilled in the 
last few years that would fit in that category, but since 
this expense of plugging is so far distant in the future, 
we have not reflected that in the approach of the stud|y. 

Q. But that expense of plugging will not be pro¬ 
vided for in the ultimate net salvage, and it is equally 
true of wells to be drilled in the future as it is of wells 
presently in service; isn’t that so? A. Certain wells 
presently in service. 

I 

Mr. Goldberg: I think that will clarify the record, 
Mr. Ruemmele. Thank you very much. That is all we 
have on that aspect of the matter. 

j 

******* 


[1914] ARTHUR H. KUHN having been heretofore 
duly sworn was recalled and testified further is 
follows: 

Further Direct Examination 
Mr. Robinson: For the purposes of the record, I 
would like to make a brief statement in connection with 
the calling of Mr. Kuhn: that his testimony will relate 
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to the matter of the company’s position respecting the 
matter of depletion of the Kentucky West Virginia prop¬ 
erties, and that [1915] we propose to show, through 
Mr. Kuhn, with respect to the properties of that com¬ 
pany, what the proper annual depletion rates should be 
for rate-making purposes, exclusive of any allowance for 
amortization now included in the depletion accruals on 
the books of the company, such as the amortization of 
wildcat acreage and profits to affiliates. 

As counsel for the Commission knows, we are pres¬ 
ently trying to reach an agreement with the Commis¬ 
sion staff which would eliminate from original cost the 
item of profits to affiliates. Pending the conclusion of 
our discussion with the Commission staff, it is our in¬ 
tention to withhold any testimony bearing upon a deter¬ 
mination of the extent as to which the annual rate for 
depletion should be increased so as to cover amortiza¬ 
tion. Since the proper provision for amortization will 
vary according to whether or not the item of profits to 
affiliates is taken out of original cost. 

I might state that we expect to have some con¬ 
sideration of that question during the time of the pres¬ 
ent hearings and hope to conclude them before the hear¬ 
ings are over this week. 

Mr. Goldberg: Mr. Robinson, will you let me see 
that statement that was just read into the record? I 
wasn’t able to follow it and I think it will save some time 
if I just look at it for a moment rather than have the 
reporter read it back. 

Mr. Robinson: Surely. 

Mr. Goldberg: I am a little bit puzzled in your 
state- [1916] ment by this: you Bay “Mr. Kuhn is about 





Arthur H. Kuhn — Direct. 


353 

to testify what the annual depletion rate should be for 
rate-making purposes, excluding wildcat acreage and 
profits to affiliates.” Now, if the profits to affiliates are 
excluded, there won’t be any need to supplement Mr. 
Kuhn’s testimony; is that right? 

Mr. Robinson: That is right, except on the one 
item of amortization of wildcat acreage. In other words, 
leaving those two items out in order that when we have 
clarified that point he can complete his testimony either 
way. 

Mr. Goldberg: I see. 

Mr. Robinson: I would like to have an exhibit 
designated “Kentucky West Virginia Gas Company, 
Estimate of Rate to be used in Determining Annual 
Allowance for Depletion, not Including Items to be 
Amortized,” together with supporting charts and tabu¬ 
lations, marked Exhibit 95 for identification. 

i 

Trial Examiner: It will be so marked. 

(The documents above referred to were marked 
Exhibit 95 for identification.) 

By Mr. Robinson: 

Q. Mr. Kuhn, have you prepared an estimate of the 
rate that you contend should be used in determining the 
annual allowance for depletion for the Kentucky West 
Virginia Gas Company? A. Yes, I have. 

Q. I call your attention to an exhibit marked 95 
for [1917] identification, which contains seven pages 
of charts, graphs, and tabulations, and ask you whether 
or not this exhibit contains information prepared by 
you and from which you determined the estimated an¬ 
nual depletion rate? A. Yes, it does. 


_L 
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Q. Will you explain the contents of Exhibit 95 and 
the source of the information contained therein, from 
which you made your final determinations? A. Exhibit 
95, captioned “Kentucky West Virginia Gas Company 
Estimate of Rate to be used in Determining Annual 
Allowance for Depletion, not Including Items to be 
Amortized,” contains seven pages of charts, graphs, 
and tabulations based on information taken from Ex¬ 
hibit 68, the company’s depletion and depreciation study 
for the year 1945. 

While the information used in the preparation of 
the data contained in my exhibit can be related directly 
to figures in the company’s Exhibit 68, some of the 
information was expanded or shown by years rather 
than for a period of years, to give a clear picture of the 
facts. 

Page 1, captioned “Estimated Developed Gas Re¬ 
serves Remaining at End of Each Year from December 
1, 1927, to December 31, 1950,” shows, in addition to 
the reserves remaining at the end of each year, the 
amount of gas developed in each year. 

The first block on the left of the chart shows the 
esti- [1918] mated reserves remaining at December 1, 
1927, of the reserves acquired by Kentucky West Vir¬ 
ginia Gas Company at that date. It will be noted that a 
line is drawn, from the top of this block on a decline, to 
the next block, for the year 1928. The point where it 
crosses the 1928 block represents the amount of reserves 
remaining at December 31,1928, of the reserves acquired 
at December 31, 1927. 

The chart indicates that approximately 70 million 
Mcf of gas reserves were acquired, and that, at the end 
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of 1928, there remained approximately 64 million Mcf 
of the reserves acquired. 


The portion of the 1928 block above this line which 
contains the figure 1928 represents the gas reserves de¬ 
veloped in 1928 and remaining at the end of that year. 


The two sloping lines extending from 1928 to 1929— 


Mr. Goldberg: May I stop you right there? 


The Witness: Wait until I finish the sentence. 
Mr. Goldberg: Sorry. 


The Witness: The two sloping lines extending 
from 1928 to 1929 show where they cross 1929 reserve!?, 
first, by the lower block, the amount of reserves remain¬ 
ing at December 31, 1929, of the reserves acquired it 
December 1, 1927, and, second, by the second block, up 
from the bottom, the amount of reserves developed ip 
1928 and remaining at December 31, 1929, and, third, 
by the upper block, containing the figures [1919] 1929, 
the reserves developed in 1929 and remaining at the end 
of that year. 


Mr. Goldberg: Right at that point, just tell me 
from looking at Chart 1, how much was developed iln 
1928. In other words, I am trying to find out how to 
read that. 


The Witness: The amount developed in 1928 was 
the upper block containing the figure 1928, of which tpe 
top line is a hundred million Mcf and the lower line of the 
1928 development is about 63 million Mcf, or the differ¬ 
ence, about 37 million, was developed in 1928. 
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Mr. Goldberg: In other words, the difference be¬ 
tween the lower line and the upper line of an individual 
bar represents the amount developed? 

The Witness : In the year, and remaining at the 
end of the year. 

Mr. Goldberg: Yes. 

The Witness: The amount developed less what was 
used of that development within the year. 

Mr. Goldberg: All right. I am sorry to have had 
to interrupt. 

The Witness: Similarly, for each year the chart 
brings in the amount of gas developed and remaining at 
the end of the year, and extends to each succeeding year 
to show the amount of such development remaining at 
the end of that year. 

The lines sloping to the right show the decline of the 
[1920] estimated reserves remaining at the end of each 
year indicated, and the convergence of any two lines to 
the right show the decline of the gas developed in each 
year indicated. 

The chart on page 1 also shows that the high point 
of gas reserves developed and remaining occurred in 
1935, and that sifter that date remaining reserves de¬ 
clined to 1940. There was an increase in the year 1941 
of remaining reserves, and a further increase in the year 
1942. Subsequent to 1942 remaining reserves again 
show a slight decline; however, the program for future 
development indicates that the developed reserves will 
remain at approximately their present level, with a slight 
recession in 1949 and 1950. 
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Page 2, captioned “Gas Reserves Developed and Cost 
per Mcf of Gas Well Construction, Equipment, Lease¬ 
holds, and Rights,” shows the estimated total amount of 
gas reserves developed in each year subsequent to 1940 
and for the group of years prior to December 31, 1940. 
The amount of gas developed is indicated by the hori¬ 
zontal scale in million Mcf. The average cost per Mcf 
of the gas developed for any period is shown by the ver¬ 
tical scale in cents. This chart shows the average cost 
per Mcf of gas developed in the periods indicated, at tjie 
same time showing the volume of the reserves developed. 
It will be noted that up to 1941 there was developed an 
estimated total of 356 million Mcf at an average cost pf 
2.633 cents per Mcf. This constituted a large block 
[1921] of relatively low cost gas. Immediately subse¬ 
quent to 1940 the cost of gas developed began to rise 
rapidly over the average cost of this block. In 1941 tiie 
average cost was 3.462 cents per Mcf, or an increase of 
approximately 30 percent. 

I 

In 1942 the average cost was 3.719 cents per Mcf, or 
an increase in excess of 40 percent over the gas developed 
prior to 1941. 

In 1943 the average cost was 5.094 cents per Mcf, or 
an increase in excess of 90 percent over the gas develop ed 
prior to 1941. 

In 1944 the average cost was 6.659 cents per Mcf, 
or an increase in excess of 150 percent over that <}e- 
veloped prior to 1941. Estimates of the cost per Mcf of 
the gas to be developed for the years 1945 through 1950 
are as follows: 

For 1945 : 6.115 cents per Mcf. 

For 1946 : 6.409 cents per Mcf. 
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For 1947: 
For 1948: 
For 1949: 
For 1950: 


6.513 cents per Mcf. 
6.617 cents per Mcf. 
6.725 cents per Mcf. 
6.725 cents per Mcf. 


The chart on page 1 shows the rate of decline of the 
large block of gas developed prior to 1941 and shows 
that while at the end of 1940 there was in excess of 170 
million Mcf remaining, by the end of the year 1944 the 
amount of this block has [1922] been reduced to approxi¬ 
mately 95 million Mcf, or a decrease of approximately 
44 percent. 


Likewise, it is estimated that there will be remain¬ 
ing at the end of 1950 approximately 42 million Mcf of 
the gas developed prior to 1941 or less than 12 percent 
of the reserves developed prior to 1941. The charts on 
pages 2, 3, and 4, likewise indicate the decline in this 
block of gas developed prior to 1941. 


Page No. 3, captioned “Gas Reserves Remaining at 
December 31, 1944, and Cost per Mcf of Gas Well Con¬ 
struction, Equipment, Leaseholds and Rights,” shows 
for each of the periods indicated, the transition from 
page 2 of the total gas developed, to the total gas re¬ 
maining at the end of 1944. The area of each block gives 
a clear conception of the relative cost of available gas 
at December 31, 1944. It shows that, while the amount 
of gas developed subsequent to 1940 and remaining at 
December 31,1944, was 22 percent less than the amount 
developed prior to 1941 and remaining at December 31, 
1944, as indicated by the horizontal scale, the cost to de¬ 
velop this lesser amount remaining was approximately 
35 percent greater than that remaining of the period 
prior to 1941. 
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Similarly, page 4, captioned “Gas Reserves Remain¬ 
ing at December 31,1950, and Cost per Mcf,” shows the 
relative amount of available gas remaining at the end 
of 1950—again [1923] the area of each block indicates 
the relative cost of the gas available at that date. It is 
evident from these four charts that this company has 
approached a situation where the earlier development 
at lower costs is rapidly passing out of the picture and 
that the gas being currently developed and estimated to 
be developed in the future, is costing approximately 
three times as much as that produced prior to 1941. Of 
the total gas developed prior to 1941 at an average cost 
of 2.633 cents per Mcf, it is estimated that something 
less than 12 percent will be remaining at the end of 1950. 

The reasons for the increased cost per Mcf to de¬ 
velop gas in recent years and in the future have already 
been stated in this record. It is due primarily to a com¬ 
bination of two factors: that is, increased cost per well 
and decreased reserves developed per well. 

Page 5, captioned “Trend of Gas Well Costs and 
Gas Reserves per Well,” indicates, by the upper curve, 
the average increased cost per well for construction, 
equipment, leaseholds, and natural gas rights and by the 
lower curve, the average decrease of gas reserves per 
well. It is based on information taken from Exhibit 
68, page 9, to arrive at the average reserves per well. 

This was computed by dividing the reserves de¬ 
veloped in each period by the number of wells. 

The average cost per well was determined by taking 
the [1924] cost of construction and equipment as shown 
on page 9 for each period and adding the cost of natural 
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gas rights and leaseholds developed from a breakdown 
of these costs as shown on page 1. 

These total costs were likewise divided by the num¬ 
ber of wells to obtain the average cost per well. The 
average cost per well and the average reserves per well 
for the period prior to 1941 were given an index number 
of 100 and the figures for each following year to and 
including 1950 were related thereto, thus producing 
index numbers which, when plotted as shown on page 5, 
show the percentage of increase or decrease from the 
average prior to 1941. 

While the upper curve shows a 3 percent decrease 
in well costs for 1941, it shows a constant increase for 
each year thereafter and the estimated cost per well 
for the years 1949 and 1950 show an increase of 42 
percent over the average cost prior to 1941. 

The lower curve shows a decline in the average gas 
reserves per well and the estimated reserves to be de¬ 
veloped for 1945 through 1950 show a decline of 45 per¬ 
cent over the average for wells developed prior to 1941. 

Page 6 shows the cost of gas reserves developed 
per Mcf for the period prior to 1941 and for each year 
from 1941 through 1950, by the curve so indicated. It 
also shows the sustained depletion rate per Mcf of gas 
produced for the period prior to [1925] 1942 and for 
each year from 1942 through 1950, taken from data 
shown on the bottom of page 1 of Exhibit 68. This 
curve is indicated by the caption “Sustained Depletion.” 

It must be noted that the information plotted on 
this page 6 includes only the cost of gas well construc¬ 
tion*, equipment, leaseholds, and natural gas rights. It 
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is evident from the curves that while the cost of gas 
reserves developed each year increased rapidly after 
1940, the full effect of this is not immediately shown in 
the cost of sustained depletion, due to the influence of 
the proportion of the lower cost gas which had been 
developed prior to 1941. The sustained depletion curve 
indicates clearly that as the low cost gas developed prior 
to 1941 declines in amount available and amount pro¬ 
duced, the cost of sustained depletion is influenced by 
the higher cost gas being developed subsequent to 1940, 
so that by 1950 the estimated sustained depletion cost 
will have passed 5 cents per Mcf. The sustained deple¬ 
tion cost will increase annually until it will eventually 
be approximately equal to the cost of the gas developed 
in the latter years of the life of the enterprise. 

Page 7, captioned “Estimate of Rate to be used in 
Determining Annual Allowance for Depletion, not In¬ 
cluding Items to be Amortized,” shows the development 
of the basic depletion rate, exclusive of items to be amor¬ 
tized, of 4.731 cents, which is arrived at by dividing the 
total construction [1926] cost to December 31,1944, less 
net salvage and less estimated depletion to that date, 
plus estimated cost of additions for the years 1945 
through 1950, amounting to a total of $14,402,407.73 by 
the estimated gas reserves developed and remaining at 
December 31, 1944, plus the estimated gas reserves to 
be developed for the years 1945 through 1950, amounting 
to a total of 304,422,100 Mcf. The above data is taken 
from information shown in Exhibit 6$, pages 1 and 3. 

Considering the present situation with regard to 
available gas reserves and costs, the trend of costs, the | 
trend of reserves and the estimated future developments 
with the attendant increased costs, I have estimated that 
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the rate to be used in determining the annual allowance 
for depletion of the Kentucky West Virginia Gas Com¬ 
pany exclusive of items to be amortized should be 4.5 
cents per Mcf. 

For comparative purposes, I have plotted the basic 
moving average depletion rate of 4.731 cents as a hori¬ 
zontal line on page 6, with the caption “Moving Average 
Rate.” For comparative purposes, I have also plotted 
on page 6 as a horizontal line—in red—my estimate of 
the rate to be used in determining the ann ual allowance 
for depletion of 4.50 cents per Mcf, which is the rate 
before consideration of any items to be amortized. 

It will be noted that the rate so plotted bisects the 
sustained curve approximately at the midpoint between 
1945 and [1927] 1950, which means that it represents 
the average sustained rate over this period. 

In arriving at my final conclusion of the estimated 
rate to be used, I have given consideration to the excess 
of the book depletion reserve over the sustained deple¬ 
tion experienced to December 31,1944. I feel that in an 
enterprise such as this, with the uncertainties involved, 
the trend of rising costs, and other unforeseen contin¬ 
gencies which may arise, the present book reserve is 
not excessive and that the cost of service should include 
a depletion rate which will maintan the reserve at a 
level above the estimated sustained accrued depletion, 
sufficient to take care of the known and unforeseen con¬ 
tingencies of the future. An annual depletion rate of 
less than 4.5 cents per Mcf would not accomplish this 
end. 


Paul B. Coffman — Cross. 



[1928] PAUL B. COFFMAN having been heretofore 

duly sworn, resumed the witness stand and testi¬ 
fied further as follows: 

Further Cross Examination 
By Mr. Goldberg: 

Q. Mr. Coffman, with respect to Charts 1 and 2 
of your Exhibit 84, they were prepared, were they not; 
from published and book figures unadjusted by you? 
A. That is correct. 

i 

Q. As a matter of fact, they were prepared and 
based upon the figures submitted by Pittsburgh & West 
Virginia’s witness, Mr. Harmon, in this case, which hag 
been identified as Exhibit No. 6? Is that your under¬ 
standing? A. No; the tables supporting Charts 1 and 
2, which are at the back of the book, the figures comej 

from Exhibit 46, according to my information. 

. 

Q. I thought I said 46. [1929] A. No, you said 6. 

Q. I am sorry. I should have said 46. With that 
correction, my question is right, isn’t it? A. Yes. 

Q. And in presenting those supporting tables and 
the charts, you are not vouching for their correctness 
particularly as respects this rate case, except to say that 
the charts are a correct portrayal of the company’s 
financial figures as published; is that right? A Yes, 
in that exhibit. 

Q. Have you discussed Exhibit 46 with anyone 
at all? A. No, sir. 

Q. You never discussed it with Mr. Harmon or 
anyone? A No, sir. I 
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Q. So that you have not undertaken to determine 
whether any adjustments are necessary to that exhib¬ 
it? A. No, sir. 

Q. In other words, we may say that you have made 
an uncritical use of the figures in Exhibit 46? A. I 
have accepted the figures as presented in Exhibit No. 46. 

Q. Uncritically? A. Well, except in so far as de¬ 
tails are shown which I analyzed. But I didn’t go hack 
to audit them or check them or anything against the 
company records. 

[1930] Q. Now, as far as Charts 3 and 4 are concerned, 
they, likewise, were prepared in the same manner as 
Charts 1 and 2, in other words, from published or book 
figures; is that right? A. Those figures were taken 
from Exhibit 50. 

Q. Presented by Mr. Ruemmele in this case? A. 
Yes, sir. 

Q. And in presenting Charts 3 and 4 and the sup¬ 
porting data, you are asserting only that they correctly 
portray the figures as published, but do not vouch for 
the correctness of the figures? A. That is correct. 

Q. And to place all of the years in Exhibit 50 on a 
comparable basis, if certain adjustments must be made 
in the figures, you don’t know anything about them and 
you haven’t made the adjustments? A. No, sir; that 
is right. 

Q. Now, the trend of industrial production in the 
United States, which you show in Chart No. 5, is based 
on physical volume; is that right? A. Yes, that is the 
Federal Reserve index. 
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Q. In other words, they are not on a dollar basis? 
A. No, it is a unit basis. 

Q. And they show a general trend towards an. 
increased volume of industrial production; is that rights 
A. That is correct, expressed in relatives and shown on 
[1931] the chart. 

Q. And in what light may they be interpreted with 
respect to the natural gas industry? A. Well, do you 
mean what was the purpose of inserting the chart? 

Q. Well, that might be another way of putting it. 
In other words, in relation to the natural gas industry, 
would you say that we are to draw the conclusion from 
Chart No. 5 that it indicates a greater tendency, a 
greater volume of sales of natural gas? A. I should say 
that whenever industrial production for the country as 
a whole shows the striking increase that it does from 
1940 at least through 1943, that that would very likely 
have some effect upon the production of natural gas and 
gas requirements. 

Q. In other words, it would indicate a greater sale, 
a greater volume of sales of natural gas? A. I should 
expect it to. 

Q. Now, with respect to Chart No. 6, the blue line 
representing the trend of total national industrial pro¬ 
duction in that chart corresponds to the green line in 
Chart 5; is that right? A. Yes, except in the one case, 
the Chart 5 is a monthly index, whereas in Chart 6 it 
has been put on an annual basis. 

[1932] Q. With respect to the Pittsburgh District pro¬ 
duction trend, shown on Chart 6, is that based on phys- j 
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ical volume rather than in dollars? A. That is based 
upon physical units, expressed in relatives. 

Q. With respect to your testimony on Chart 6, do 
you recall that you pointed out that in two instances the 
index for Pittsburgh shows a wider fluctuation than is 
shown for the United States as a whole? You can find 
that at transcript page 1671, lines 10 to 12, the entire 
paragraph beginning with line 7. A. Yes, I find that. 

Q. For the last major fluctuation, however, which 
was caused by wartime industrial production, that isn’t 
true, is it? A. I don’t believe I quite follow your ques¬ 
tion there. 

Q. Well, you pointed out in your testimony at 
transcript page 1671 that in two instances the index for 
Pittsburgh, with respect to Chart 6 shows a wider fluc¬ 
tuation than is shown for the United States as a whole. 
That is right, isn’t it? A. That is right. 

Q. Now, for the last major fluctuation that has 
taken place, as reflected in your Chart 6, which was 
caused by wartime industrial production, that is not true 
is it? A. Oh, from 1941 through 1944, as far as the 
figures go, [1933] the upswing in the Pittsburgh District 
was not as great as for the country as a whole. 

Q. Yes. And I think we can agree that the ex¬ 
perience of the most recent years is relatively more im¬ 
portant; isn’t that so? A. Well, if you are looking at 
the trend as a whole, it is all-important. If you are talk¬ 
ing about the most recent experience, the last few years 
are the most important. 

Q. Well, wouldn’t you accord greater weight to 
more recent experience? Isn’t that your practice? 
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A. Well, in so far as looking at a current trend is con¬ 
cerned, but if you are studying a long term swing, weli, 
then, all years are equally important so far as that study 
is concerned. 

. 

Q. Well, in relation to this proceeding, won’t you 
say that the more recent years experience is relatively 
more important? A. Yes, I should say that was true. 

Q. The low point and the high point on Chart 6, for 
Pittsburgh, are, as we get it, 51.3 and 189.5; is that 
right? A. That is correct. 

Q. And for the country as a whole, it is 58.0 and 
236.0; right? A. Yes, sir. 

Q. And dividing the maximum for Pittsburgh of 
189.5 by [1934] the minimum of 51.3, we get a ratio of 
3.7 times; is that right? A. Well, I haven’t figured it 
out, but that looks approximately correct. 

Q. And making the same calculation for the counj- 
try as a whole, the ratio is about 4.07 times? A. Yes, 
that would be approximately correct. 

Q. I have concluded from reading your testimony 
with respect to Chart 6, particularly lines 13 to 19, tran| 
script page 1671, that you wouldn’t call Pittsburgh a 
war boom town. Have I correctly concluded from your 
testimony? A. Well, I think that statement is a little 
too broad. What I am saying is that comparing a given 
center, Pittsburgh, with the country as a whole, it did not 
show nearly the same degree of expansion in the war 
period. 

Q. In other words, while we can probably agree 
that most business centers, as a result of the war, di4 
show some effect, as a result of the war, however, froni 
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the statistics that you have presented, as far as Pitts¬ 
burgh is concerned, it is below average and you wouldn’t 
refer to it as a war boom town? A. I don’t think I am 
saying that at all. Any index that goes as high as Pitts¬ 
burgh did in comparison to any of its prior trend, back 
to 1929, which was the last peak year, certainly had 
quite a boom from the war. It may not have had [1935] 
as much as another town, but it still had plenty. 

Q. Well, it may have had a boom, or it may have 
had some increased production as a result of the war, 
but from your figures, you wouldn’t say, by any means, 
that it was a war boom town; isn’t that a fair statement? 
A. Well, I wouldn’t say it is a fair statement, because 
I think your phraseology is difficult to deal with. What 
do you mean by a “war boom town”? 

Q. Well, how would you define a war boom town? 
A. Well, I think that, as I would use the phrase, any 
town in this country which showed a marked increase 
over and above anything that it had ever had before 
during the war was certainly in a war boom. 

Q. Is it not a fact that every important industrial 
center had a marked increase? A. Well, a good many 
towns did. Some that had very little business activity 
before had a tremendous amount during the war be¬ 
cause new plants were located there, and so forth. 

Q. Was that true in Pittsburgh, that new plants 
were located there? A. Not so much with new plants 
as it was older plants there working three shifts a day 
and perhaps making additions to plants and so on to in¬ 
crease production. But it was still just as much at¬ 
tributable to the war, as far as I am concerned, [1936] 
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as the new plant that might have been established for 
that purpose. 

Q. Well, I am not quarreling with you that some 
of the increase in industrial production is not attribu¬ 
table to the war, as was the case throughout the United 
States. What I am saying is that that increase, as ap¬ 
pears from your figures, would seem to indicate that 
you are not saying here that Pittsburgh is a war bocin 
town. A. Well, I just don’t follow that deduction. I 
mean it is a relative matter. One fared a little better 
than the other from the war. 

Q. The industries that are in Pittsburgh will con¬ 
tinue to be there; isn’t that so? A. Well, I should say 
basically, yes. I don’t think the steel industry is going 
to move out of Pittsburgh just because the war ends. 

Q. In view of that fact, wouldn’t you say that since 
there was no marked increase in Pittsburgh, as there was 
in other sections of the country, judging from your Chart 
No. 6, and the further fact that new industries did nj)t 
come into Pittsburgh, and the same industries will con¬ 
tinue in existence there, that it is not a war boom town 
in the sense that you have used it? A. Well, I realty 
don’t follow that from these figures. Maybe you can 
find something in there about it, but all I am [1937] 
saying is that comparing the trend in the United States 
on industrial activity with the industrial activity in the 
Pittsburgh District, both show a very marked increase 
since 1939. It does happen that after 1941 the increase 
was slower in Pittsburgh than it was for the country is 
a whole. That is all I am attempting to get out of those 
figures. 
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Q. And that was during the war period, this slower 
increase? A. Yes, sir. 

Q. On Chart 10, with respect to the line represent¬ 
ing 90-day time loans—New York Stock Exchange—you 
will notice that the rate ascends in October, 1935, from 
.25 percent to 1 percent, and in 1936 it is stabilized for a 
10-year period, into 1945, at 1.25 percent. Do you know 
what caused that rise? A. I don’t know as I recall how 
that is explained. 

Q. Do you recall that that was an artificial rise as 
a result of a gentlemen’s agreement among the banks? 
A. I can’t trust to my memory on that. 

Q. I show you the Commercial and Financial 
Chronicle for November 2, 1935, and direct your atten¬ 
tion to page 2787 and ask you if that helps to refresh 
your recollection as to the reason for that increase? 
(Witness examines data.) A. I note this statement. 

[1938] By Mr. Goldberg: 

Q. Did you say you noted the statement? A. “A 
change for the better at length is to be noted in the 
New York money market, less through a demand for 
accommodation than by what might be called a gentle¬ 
men’s agreement among the banks to maintain call and 
time loans at levels that afford some slight remunera¬ 
tion.” 


Q. In other words, does your reading of that para¬ 
graph in the Commercial and Financial Chronicle re¬ 
fresh your recollection as to the reason for the rise being 
an artificial one? A. Yes, I think so. 

Q. And, having refreshed your recollection, you 
are now aware, are you not, that is was an artificial rise 
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as a result of a gentlemen’s agreement among the 
banks? A. That is what was stated in the Commercial 
and Financial Chronicle. 

Q. You have no reason to doubt that, have you? 
Pretty reliable source, isn’t it? A. Well, it is like any 
other newspaper or periodical. 

Q. Or like Standards and Poors? A. Well, it is a 
different kind of journal. We don’t report on news. W|e 
report on statistics and facts and we give an opinion 
thereon. 

Q. Well, you haven’t any reason to deny that the 
reason [1939] for the increase was the result of a 
gentlemen’s agreement among the banks? A. Well, do 
far as the statement in the Commercial and Financial 
Chronicle is concerned. I mean I didn’t talk to any 
bankers. That is the only point I am trying to make. 
I don’t know for a fact that that was the case. It wds 
reported in the Commercial and Financial Chronicle, 
period. 

Q. Well, you have presented some statistics here 
in Chart No. 10, and I am interested in spreading on the 
record the reasons for some of the statistics you have 
here and what they mean, and how they are to be ap¬ 
praised, as you can probably appreciate. Now, when I 
first asked you whether it wasn’t a fact that the increase 
was an artificial one brought about through a gentle¬ 
men’s agreement among the banks, you said you didn’t 
recall. I showed you the Commercial and Financial 
Chronicle to refresh your recollection. You then stated 
your recollection was refreshed. A. By that article. 
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Q. Now, having had it refreshed, wasn’t that the 
reason for the rise? A. I don’t want to be technical, 
either. 

/ 

Q. Well, what I am getting at is this: if you your 
recollection is refreshed— A. By the article I read, 
that is correct. 

Q. —and you remember nothing to the contrary, 
don’t [1940] you agree that was the reason? A. Well, 
as reported by the source, and no other. I still say I 
attended no bankers’ meetings where they agreed 
amongst themselves that that was the reason for it. 

Q. Well, as far as you know, that is the reason: 
let’s put it that way. A. Well, I will put it: as reported 
by that source. 

Q. Have you any reason to doubt that source? 
A. Except that I don’t have affirmative testimony on it, 
to be exact as a witness. 

Q. Now, except for the depression years of 1931, 
1932, and 1933, the general trend during the 15-year 
period covered by your Charts 10, 11, and 12, has been 
downward; is that right? A. I don’t believe that is an 
accurate statement at all, Mr. Goldberg. 

Q. Well, to what extent is it not accurate? A. I 
think it covered too much. 

Q. Well, let’s break it up. Perhaps that will help. 
Looking at Chart 10, does it not appear that except for 
those depression years, 1931,1932, and 1933, the general 
trend is downward? A. Well, certainly that can’t be 
said about the data on Chart 10. I would say that for 
the most part it indicates a stabilization. After all, from 
the middle of 1936, for [1941] example, 90-day time 
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loans is a straight line throughout. In the case of the 
4 to 6 months commercial paper, it is fairly stable within 
a quarter of 1 percent, and in the case of the 90-day 
bankers’ loans, it is actually up. 

Q. Looking at the 4 to 6 months commercial 
paper line—that is the purple line on the chart, isn’t it? 
A. That is correct. 

Q. Hasn’t that shown, except for those depression 
years, a much lower play to you? A. Well, comparing 
it with 1934, but looking at all the individual years, it 
is pretty well stabilized, I would say. 

Q. Where does that purple line start? In 1930? 
A. Well, you said excluding 1930 and 1933. 

Q. I said excluding 1931,1932, and 1933. I didn’t 
exclude 1930. A. Oh, excuse me. Then, in other words, 
you are taking the highest point in 1930 and keeping 
that in? 

Q. That is including the beginning that you show. 
A. Well, then, I will say that 1930 levels were much 
higher than any years after 1935. 

Q. For Charts 10,11, and 12. I think we can now 
agree on that. A. For Charts 10,11, and 12, yes. 

Q. With respect to Chart 12, where you show 
yields on the highest grade corporate bonds, since 1939 
they have [1942] yielded less than 3 percent, according 
to that representation; isn’t that so? A. Subsequent 
to 1939, less than 3 percent; that is correct 

Q. Will you agree that the red line on Chart 13 
and the six various colored lines on Chart 14, all of 
which represent public utility bond yields, are the most 
significant trend lines shown in your graphic portrayal 
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of interest rate trends? A. I think they come closer to 
the problem at hand than prime money or four to six 
months paper, and so forth. 

Q. They show that the yield on public utility bonds 
of all classes from A-l-plus to B, during the last ten 
years, has a decided downward trend; is that right? 
A. Well, except that the decline is less in the higher 
grade public ultility bonds than it is in the lower ratings. 

Q. With that qualification, the answer is yes; is 
that right? A. That is right. 

Q. Do you know the trend of yields on utility 
bonds for a number of years immediately preceding 
1936, which is the first year shown on your Chart 14? 
A. No, not by this breakdown. 

Q. When you say “not by this breakdown,” what 
do you mean? A. I mean by quality ratings. 

[1943] Q. You mean you know it by a composite? 
A. No, I don’t have the composite available, but the pur¬ 
pose of this chart was to show the risk factor attaching 
to the different quality ratings, and that information is 
available from the date I show, 1936, down to date. But 
I do not have it for years prior to 1936. 

Q. Do you know whether generally the classes of 
bonds you have shown on Chart 14 of the prior to 1936 
had a downward trend? A. Well, I wouldn’t be certain 
about that, no. 

Q. You are familiar with some of the rate of re¬ 
turn studies presented by the Commission staff in va¬ 
rious rate cases, are you not? A. I am. 
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Q. And do you recall that, in their exhibits, they 
have shown Moody’s bond yield averages for public utili¬ 
ties? A. Yes. 


Q. I show you that representation from Docket 
G-426, Mississippi River Fuel Corporation, which was 
part of Exhibit 59 in that case, and ask you if you are 
familiar with that date. A. I have seen these data. 


Q. And that data shows a downward trend gener¬ 
ally for the classes of public utility bonds you have 
shown in Chart 14, from about 7.50 to something less 
than 3 percent for the 40 public utility bonds shown 
there; is that so? [1944] A. Well, confining the com¬ 
ment to Moody’s Bond Yield Averages taken from the 
source you have mentioned, the average shows that, with 
irregularity, there was decline from 7.19 in 1920 to 2.99 
in 1944. 

Q. What was it in 1936? You show 1936. What 
was it in 1935? A. Moody’s Bond Yield Average for 
the 40 utilities was 4.43 as shown in Docket G-426, Ex¬ 
hibit 59, Mississippi River Fuel. 

Q. You are familiar, are you not, with Moody’s 
forty public utility bonds? A. Yes, I am. 

Q. And you consider, do you not, that Moody’s 
forty public utility bonds are a representative group j? 
A. Well, they are a representative group, but that is a 
slightly different matter than the data that I show ih 
Chart 14 of Exhibit 84, because there what I am attempt¬ 
ing to show is that there is a marked difference between 
different kinds of public utility bond risks, which 
Moody’s Bond Yields do not show. 
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Q. I appreciate what you are trying to show in 
Chart 14, but I was trying to get the trend of the record 
of utility bonds prior to 1936 which does not appear on 
Chart 14. I think that Moody’s forty public utility bonds 
provide a good source for that purpose. [1945] 
A. Well, the only distinction I want to make, Mr. Gold¬ 
berg, is: if I could have gotten bond ratings all the way 
back, they could have been presented, but they are not 
available that far back and to go to a straight forty bond 
yield average, Moody’s, to compare with this, is still 
something else again. 

Q. However, it is the nearest comparison that we 
can make in view of the fact that the bond yields by 
various classes, as shown in Chart 14, are not available 
for years prior to 1936? A. That is correct. 

Q. Will you state the proportion of the total 
amount of securities issued during 1935 to 1944, as 
shown by the tables supporting Chart No. 15, that was 
issued for debt securities, namely, bonds, debentures, 
and notes? A. I can give you that in terms of dollars 
per each division, as a total for 1935-44. That is shown 
on table supporting Chart No. 15. 

Q. Looking at the table supporting Chart No. 15, 
the total horizontal line, if you add the amounts shown 
for each of those columns, for bonds, for debentures, and 
for notes, and develop the ratio that it bears to the 
$8,829,006,000, as shown as the total amount for all 
classes of issues, you will be able to answer my question? 
A. Yes, but— 

tf 

Q. We got 94 percent. Does that sound right to 
you? [1946] Just roughly adding them up? 
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$7,100,000,000, $677,000,000, and $512,000,000 and relate 
that to the 8 billion figure. A. About 94 percent. 

Q. Yes. So that only 6 percent of the total amount 
of new security issues of electric and gas utilities offered 
for cash in the United States during the years 1935 to 
1944 was preferred and common stock; is that right? 
A. That is correct. 

Q. Would you say that this is indicative of the 
high regard in which the investing public holds the elec¬ 
tric and gas utilities? A. Well, not necessarily. I think 
it equally indicates the difficulty which has been existent 
in regard to selling equity securities in such companies. 

Q. Doesn’t it indicate that there is an ability t|o 
borrow money on non-speculative issues? A. Well, I 
think in so far as there has been financing, that that is 
true, but to go on and say that because that has been 
done it indicates that there is a high regard, it doesn’t 
take into consideration whether or not they would have 
preferred to finance by equity but couldn’t. 

Q. Well, isn’t it a fact that your statistics show 
that they were able to raise the money on non-specula¬ 
tive issues, and did? A. Generally speaking, that would 
be true, taking into [1947] consideration the next chart 
which shows that the bond issues, for the most part, 
were in the higher rated groups. The lower ones 
wouldn’t sell. Or at least, people were not interested in 
issuing lower grade bonds because they were afraid they 
wouldn’t sell. 

Q. Perhaps there wasn’t any occasion to issue the 
lower grade bonds. Have you investigated that? 
A. Well, I am not altogether sure that that is the case. 
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There is always a market for securities, equity securi¬ 
ties, if there is not too much risk involved, or a return 
that has some merit is existent thereon. 

Q. Well, if, in the electric and gas utilities, there 
is no occasion to issue the low grade bonds, then, there 
wouldn’t be anything significant in your lower two 
blocks in Chart 16; isn’t that so? You have concluded 
that Chart 16 indicates that there is difficulty floating 
the low grade bonds; isn’t that so? A. I think this in¬ 
dicates that there is some question about issuing a low 
grade bond. 

Q. What basis do you have for making that state¬ 
ment? A. Because there are no issues of any conse¬ 
quence issued, neither in the B-l Class nor the B. 

Q. Couldn’t the reason for that be that there has 
been no occasion to issue low grade bonds in those fields? 
A. I don’t think it is so much that as it is that the 
[1948] market very likely wouldn’t accept those bonds. 

Q. Well, you do admit, however, that that pos¬ 
sibility exists, that the explanation for that could be 
that there has been no occasion to issue Grade B-l and 
B bonds, as you show in Chart 16? Isn’t that so? 
A. Well, I wouldn’t phrase it as you are stating it. No, 
I wouldn’t say there wasn’t an occasion. I will just say 
if the occasion arose, the people back of the bonds de¬ 
cided not to issue them, but issued something else. 

Q. That isn’t shown from your Chart 16. A. Well, 
except that there could have been B and B-l bonds issued 
if they could have been sold. The only reason that I 
know in the financial market usually why something 
isn’t sold is because the financiers or the companies 
themselves are fearful the market won’t take it. 
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Q. Isn’t it entirely conceivable, too, that another 
explanation, apart from the fact that there isn’t occa¬ 
sion to issue B and B-l bonds in electric and gas utilities, 
is that the electric and gas utility bonds are held in such 
regard by the investors that they have ratings higher 
than B and B-l? A. Well, that is a consideration. 

Q. Yes. Now, with respect to Chart 17. Will you 
give me the weighted average percent of the 19 com¬ 
panies in the two natural gas company categories f<pr 
the year 1944? That [1949] is, the composite for the 13 
companies represented by the 6.85 percent, and for the 6 
companies represented by the 8.30 percent. We have tlfie 
answer as 7.22 percent. I think you could derive that by 
looking at the tables supporting Chart No. 17. A. I have 
got 7.42, so I may have made some error. 

Q. Well, suppose overnight you check it, and eith 
confirm our figure or your figure. A. All right. 

Q. Now, just so the record may be clear as to where 
we are all getting our computations, that data appears 
on pages 7 and 8 of the tables supporting Chart No. 17; 
is that right? A. Well, the same figure is on page 1 <j>f 
8 in Chart 17. 

Q. Did you use page 1? A. Yes. 

Q. We used pages 7 and 8. A. In other words, as I 
understand it, what you are seeking is the weighted 
average on the natural gas figures for 1944, whereby 
6.85 is shown, and the natural gas pipeline companies 
figures for 1944, whereby 8.30 is shown? 

Q. That is right. A. But those figures are shown 
on page 1 of 8. 
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Q. Yes, it appears that you did get your answer 
from page 1. A. Yes, that is right. 

[1950] Q. Now, on page 1684 of your testimony, in 
testifying with regard to Chart No. 17, you said, and I 
am quoting beginning on line 18: “All companies on 
which it was possible to obtain necessary data for all 
periods are covered.” I am wondering about the sig¬ 
nificance of the phrase “for all periods are covered.” By 
that do you mean a company operating in 1944, that was 
not operating in 1936, would have been excluded? A. 
No, because there is a variation among the companies as 
between one year and another as indicated on Chart 17. 
It merely means that if an issue were available, and the 
facts thereon throughout, it was included, if it wasn’t, 
it was used for the number of years in which the data 
were available. 

Q. Are there factors which might cause the earn¬ 
ing price ratio percentage to be higher than would be 
fair as the percentage for rate of return? A. Now, you 
are shifting from Chart 17, of course. 

Q. Well, I don’t know that any shifting is involved. 
I just asked you another question. A. I thought your 
question had some relation to this chart. We are leav¬ 
ing that, are we? 

Q. It is a general question. Of course, it bears on 
the appraisal of your data. A. Well, the only point is, 
earnings price ratios, after all, relate purely to equity 
stock and do not relate as an over-all capital risk ap¬ 
praisal would to preferred and [1951] bonds and so far 
as my studies are concerned, looking at the problem 
from the investor’s point of view, all I have to go on 
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is the data which is tabulated by calculating an earnings 
price ratio based upon earnings and market prices. 

Q. That may be so. A. And those work out to a 
statistical result. 

Q. That may be what you rely on, and it may be 
a good explanation of how you do it, but yet I think 
the question is an appropriate one, and that is: are there 
factors which might cause that earnings price ratio per¬ 
centage to be higher than would be fair as the percent¬ 
age for rate of return. A. Well, after all, so far as de¬ 
termining rate of return by this method is concerned, 
the earnings price ratio is only one element of the final 
result. 

Q. Well, assuming that it is only one element in 
reaching the final result, you have presented it, first of 
all, as an important element; right? A. Yes, it is one 
element that must be considered, as I see it. 

Q. And it is an important element? A. Yes, it is 
one of the important elements. 

Q. Now, in appraising it, isn’t it a fact that there j 
are factors which would cause that earnings price ratio j 
percentage to be higher than would be fair in reaching j 
the rate of return? [1952] A. I just don’t quite see how 
that can work out, because if you take a number of secur- | 
ities, all the securities, as a matter of fact, in a given 
group upon which data are available to make such cal¬ 
culations, it seems to me that that is the best evidence 
one can get as to what the investor says, and whether 
it be high or low is not what I make it but what the in¬ 
vestor makes it. 
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Q. Isn’t it a fact that a high earnings price ratio, 
for example, would not of itself be necessarily indicative 
that the stock is attractive? A. Well, that can’t be an¬ 
swered categorically. If you are taking it as a matter of 
average over a period of years, I am not so sure. If you 
are talking of any given moment of time, it might be. 
Beyond that, I don’t think you could be more specific. 

Q. Well, a high, earnings price ratio may signify 
that the earnings prospects will not continue at the same 
level for any length of time; is that not so? A. At a 
given moment of time, but not on an average. 

Q. Well, the earnings price ratio you may have 
used in a study that you have prepared, such as this one, 
may be an earnings price ratio which signifies that the 
earnings prospects will not continue at the same level 
for any length of time; isn’t that so? A. I wouldn’t say 
so where I am using an average figure. [1953] That is 
the point I am trying to make. If I took one year or one 
day and relied on that, possibly. But when you deal with 
an average over a period of time, I don’t think what you 
say is true. 

Q. But the average you have used is one of the 
past; isn’t that so? A. Yes, that is true, 1940-44. 

Q. And what the investor is primarily concerned 
with are the prospects of the future; isn’t that so? 
A. Well, yes, he is both interested in what has happened 
and what is likely to happen. Surely. 

Q. Well, of primary interest to him is what is go¬ 
ing to happen in the future? A. Very definitely. But 
one way of arriving at that conclusion is to study the 
facts as to the past. 
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Q. Isn’t it a fact that a cloud of uncertainty as to 
the future which existed or which the investor thought 
existed would cause him to pay less for a security than 
he would otherwise pay? A. Well, at a given moment 
of time, that would be the case. But here again, work¬ 
ing out averages on earnings price ratios, and that is 
what we are talking about, we are talking about years, 
not single times or periods. 

Q. I am afraid you are trying to defend the method 
you have presented rather than answer the question 
from the investor’s [1954] viewpoint.. A. I don’t think 
I am. Maybe I don’t understand your question. 

Q. I think you do. But it is a fact, is it not, that 
if the investor believed that the earnings for the futures 
would be less than the present exisiting level, he would 
pay less for the security than he would otherwise? A| 
Yes, that is true, but there again you are talking about 
a particular future time for earnings, and the markelj 
price will adjust itself at that time. But if you take a 
series of years, then, you may get an entirely different 
result. I merely want to emphasize the fact that I have 
got some charts here which indicate there is consider¬ 
able stability when you look at a period of years and not; 
a single year or month of time. 

Q. Well, if you look at a period of years in the 
past, where the level of earnings was in excess of that: 
which the investor believes will continue in the future, 
then, the earnings price ratio you developed on the basis 
of that past level of earnings does not have the signifi¬ 
cance it would otherwise have: isn’t that so? A. No, 

' | 
that isn’t so. That is the point I am trying to make. 

Because of the fact that the earnings that, as they ad¬ 
just downward, also cause, over a period of time, an 
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adjustment in price, so they still adjust themselves 
relatively [1955] to each other. That is the point I 
am trying to make. 

Q. Adjustment of price in the future? A. If at 
a given moment of time, for example, right now, you are 
es timatin g the earnings for next year. 

Q. Yes. A. And you believe—well, since this is 
early in the year, estimating them for this full year— 
and you believe the earnings this year are going to be 
lower than last year, at this given moment of time the 
price in the market may adjust downward. But as those 
low earnings actually materialize, the price will have 
lowered so that the ratio will remain about the same 
and it doesn’t make any difference whether you are 
talking about future or past, as you go on over a period 
of time. 

Q. But you have described the result on earnings 
price ratios in the future; right? A. What I did now? 

Q. Yes, just now. A. No. I say that talking about 
it as a given moment of time, that is what happens. 
But when you deal, as I do, with a record over a period 
of time, those things adjust themselves, because the 
prices are variable as well as the earnings, and they are 
related. 

Q. But the earnings price ratios that you have 
developed on the basis of the past have adjusted them¬ 
selves on the basis [1956] of conditions which will not 
continue in the future; isn’t that so? A. I don’t think 
so, as a practical matter. Apparently I am not able to 
impart to you what I mean. 

Q. Well, perhaps it is my fault. A. If you esti¬ 
mate the earnings as a lower earning this year than 
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before, at that given moment of time the price, if the 
investor agrees, will go up. But as the earnings actually 
materialize, at a lower level, the price of the stock has 
adjusted itself to that level, and that continues year 
after year. So what difference does it make whether 
you are talking about a future or a past as long as that 
ratio continues to materialize? 

Q. Well, suppose you worked out earnings price 
ratios over a period 1930 to 1939, for example, on a 
certain set of conditions which existed at that time, and 
you got 7.2 percent. Let’s just use any figure. At 1939 
you are appraising the situation. And you discover that 
from 1940 to 1945, the earnings are going to be lower 
than they had been in the past. Conditions are going 
to be different. Of what assistance is the 7.2 percent 
earnings price ratio that you developed in the past, 
which result came from entirely different conditions? 
A. But that is where I think you are making an 
assumption. 

[1957] Q. Well, first let’s find out. Of what assist¬ 
ance is that? A. Well, I think your basic premise is 
wrong, Mr. Goldberg. If you will permit me to refer 
to Chart 17, what I am trying to show is, by facts; 
investor’s appraisal of over-all capital risk, and I have 
there five different utility divisions, for a period 1936- 
1944, which I think is a representative number of years. 
Some good years; some bad; some war years. And yet 
it is quite impressive to me to note that there is not a 
wide variation in any one of those years, as a matter 
of fact, in any one of those divisions, in the over-all 
capital risk. For example, the fluctuation in water com¬ 
panies is less than 1 percent from 1936 to 1944. The 
. same is true—it is less than about a half of 1 percent, 
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or a little more than that—in the electric operating com¬ 
panies. It is about a little over 1 percent in manufac¬ 
tured mixed gas companies; the same for natural gas 
companies, and just a little wider for natural gas pipe¬ 
line companies. Now, there is an investor’s appraisal 
which calculates these ratios for each of the years, 
based on annual data and yet it continues to run within 
a very narrow margin. If what you said was true, it 
would be presumed that each year it should go down, 
I take it, if I understand your premise correctly. 

Q. Well, we can see from your natural gas com¬ 
panies block, excluding pipelines, on Chart 17, that it 
hasn’t gone [1958] down each year; right? A. That 
is right, it has fluctuated within limits. 

Q. We see a fluctuation as wide as 1*4 percent, I 
think it is; right? A. Just about. 

Q. Now, those ratios that you have developed, 
those over-all capital risk appraisals that you have de¬ 
veloped in that block, are based upon conditions existing 
in 1936 to 1944; right? A. That is correct. 

Q. Now, the investor today, thinking about invest¬ 
ing in those natural gas companies, believing that the 
level of earnings, or conditions upon which those over-all 
capital risk appraisals were based, will be different in 
the future—let’s say different downward, lower earnings 
for the future—of what assistance are these appraisals 
to him which appear on your Chart 17, speaking spe¬ 
cifically, for the moment, only, of the natural gas com¬ 
panies, excluding pipelines? Doesn’t he make some ad¬ 
justment? A. I don’t think that he does make much 
adjustment because his sights are geared to a certain 
return per class of risk, and on the whole he expects 
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that amount of return, or otherwise he is not interested 
in making an investment. And, therefore, if he antici¬ 
pates earnings going off next year or maybe the next 
four years, prices will adjust themselves [1959] accord¬ 
ingly, so if he says that a certain investment risk, to 
him, is worth 4]4 or 5 percent, the prices will adjust 
themselves to the earnings so it figures out about that 
much. And if it doesn’t, he is not interested in putting 
in the money. 

Q. Well, these over-all capital risk appraisals that 
you have worked out for 1936 to 1944 wouldn’t help him 
very much; isn’t that so? He would pay no attention to 
them? A. No, I think he does pay attention. That is 
the reason I think the similarity in figures here is so 
close. In other words, a water company risk, to him, in 
comparison to prime money or Government bonds, where 
there is not any risk, or very little risk, and in com¬ 
parison to something that is much more risky, is around 
a 4 V 2 to 5 percent investment risk to him. Likewise in 
electric operating companies, he is saying something 
from 5 to around 5*4, or 5% percent. In manufactured 
and mixed gas companies, it is a little higher. That is 
what he is really saying, as I interpret these figures. 

Q. Well, in saying that to himself, the investor, 
however, is interested in the conditions and factors that 
existed to bring about those figures you show in Chart 
17, isn’t he? A. Well, he knows, he has taken into con¬ 
sideration the economic conditions in each of the years. 
He knows that 1936 and most of 1937 was good. 1938 
was quite a recession, [1960] and part of 1939, then 
there was a recovery, then there was a war. He knows 
all those things. 
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Q. He is interested, for example, in looking at the 
figures, in ascertaining, for example, whether the Fed¬ 
eral Power Commission’s regulatory authority existed 
as to those companies in 1936. A. He would give con¬ 
sideration to that. 

Q. He will be interested, for example, in looking at 
your figures, in assessing in how many years, you show 
for 1936 to 1944, the war existed, and there was an effect 
of the war; isn’t that so? A. Yes, just the same as he 
looks at ’36 and ’37 and they are good, and ’38 is a 
recession. 

Q. Now, economically, would you say that a war 
creates certainties or uncertainties? A. Well, so far 
as production and volume are concerned, very definite 
certainties. We know they are going to blow the roof 
off. So far as earnings are concerned, we are not so 
sure; with tax rates going up and a number of other 
things, renegotiation and what have you. 

Q. Well, isn’t it a fact that we can agree that wars 
create uncertainties rather than certainties? A. Well, 
I wouldn’t want to state that too blandly, Mr. Goldberg. 
After all, I don’t think there was anybody in this coun¬ 
try who ever thought we were going to lose this war, 
[1961] no one. 

Q. What was that last statement? A. I don’t 
think anyone in the country really ever thought we might 
lose this war. It might, take a long time to win it, but 
there wasn’t too much uncertainty there. Certainly in¬ 
vestors didn’t indicate that they thought so by what 
stock prices have done in the last few years. 
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Q. Would you say that over all wars tend to create 
an even tenor of economic conditions? A. Well, now, 
did I say that or did you say that? 

Q. Well, I don’t know what else I am to draw from 
your refusal to go along with me in my statement that 
wars tend to create uncertainties rather than certainties. 
A. Well, then, I just got through telling you that in any 
war, we are always certain that production will be a lot 
greater than it was in the years just preceding it. Thai; 
is a certainty. 

Q. But it is uncertain as to how long that will last. 
A. That is true. 

Q. And there are uncertainties as to whether the 
war will be won or lost, as to the length of time, as to 
the number of men who will go in the armed forces and 
distort economic conditions? A. That is true, but also 
earnings go up, stock prices [1962] go up, production 
goes up. 

Q. And it is your view, over all, that we 
say that wars create certainties rather than 
ties? A. I am saying, did you say that? 

Q. Well, are you saying that? A. No, I am telling 
you I am not saying that. 

Q. Well, are you saying that wars, over all, create 
uncertainties, rather than certainties? A. I say wars, 
of course, create uncertainties, but there are also certain 
things that we know definitely happen in a war which 
have a bearing upon the problem being discussed. 

******* 

[1963] Q. I think, Mr. Coffman, in retrospect, at least, 
probably our discussion was a bit premature, and, in 


may fairly 
uncertain 
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other aspects, we were talking about different things. 
I would like to try to get back on the beaten path or on 
the beam if I can now. 

I will phrase the question this way that introduced 
the long discussion we were having: There are factore, 
aren’t there, which might cause the investor’s appraisal, 
such as you show on Chart 17 to be higher than would be 
fair as the percentage for rate of return at a given time? 
A. Yes. I think that at a given time that was true. 
That’s one reason I deal with more years. 

Q. Let’s deal with that given time and see if we 
can get along with this thing. And, relating ourselves 
to the question I have just asked you, the cloud of un¬ 
certainty as to the future which existed or which the 
investor thought existed would cause him to pay less 
for the security than he would otherwise pay, isn’t that 
so? A. At a given moment of time. 

Q. And, any belief that earnings would be less in 
the future, would have just that effect, of course, again 
at a given moment of time? A. At one given moment of 
time. That is right. 

Q. And, among the factors which might make 
earnings [1964] of the future less would be the exercise 
of the jurisdiction of the Federal Power Commission 
over a company where its rates would be reduced to that 
where it would enjoy a return less than currently en¬ 
joyed? Isn’t that so? A. At a given moment of time. 
I would like to qualify my answer again. In these com¬ 
panies that we are talking about, Mr. Goldberg, the 
regulation has been in existence all during this period of 
time, so it isn’t 1945 that it is being sprung upon the 
investing public. 
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Q. I am talking in terms of a given period of timej 
I don’t wish to digress except for this moment. The 
regulation didn’t exist all through the period 1936 
through 1944, did it? The Natural Gas Act was passed 
in 1938. A. That was only one bracket in some of these 
companies. In the case of the electric operating com¬ 
panies, for example, it existed before. There have been 
State regulations for a number of years. 

Q. My question, specifically, dealt with the Fed¬ 
eral Power Commission. A. Well, but, after all, as a 
witness, you are talking about an element of risk being 
introduced by a given governmental agency. The same 
degree of risk was introduced with the state regulation 
so far as the investors were concerned. 

Q. I was talking about regulation by the Federal 
[1965] Power Commission of the natural gas companies 
at a given time. You answered with respect to a given 
time, then you undertook to qualify this statement. In 
the period 1936 to 1944, throughout that period, the 
Federal Power Commission regulation over natural gas 
companies did not exist. Isn’t that so? A. It existed 
from 1938 on, period. 

Q. It didn’t exist throughout that period, 1936 to 
1944? A. Not 1936 and 1937, but for the rest of the 
years it did. 

Q. I just wanted to check when the Natural Gas 
Act was approved. It was approved on June 21, 1938, 
so the regulation, if it existed at all in 1938, existed forj 
only half the year. That is right, isn’t it, ass umin g the 
date I just gave you is correct? A. Yes, but there were 
a discussion on regulations, it is potential as well as 
real. 


I 
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Q. Now, to avoid this digression and to get back 
to the discussion we started out on after the recess, 
knowledge on the part of the investor that the company’s 
investment in the plant is exceeded by the amount of out¬ 
standing securities of the company is a depressant of the 
price of the utilities securities, isn’t that so? 

The Witness : Will you repeat the question please ? 
[1966] (Question read.) 

The Witness : I am not quite clear on that. Do you 
mean the market value exceeds the book value? Is that 
what you mean? 

Q. Well, I had in mind the investor’s knowledge 
that the company’s actual investment in plant assets, 
fixed assets, is exceeded by the amount of the outstand¬ 
ing securities of the company as shown on its balance 
sheet, is a depressant of the price of the utilities secur¬ 
ities? A. Is there any way you can rephrase that? 

Q. Perhaps if we use an example we can get at it 
that way. Let us take a company with total securities 
in the market price amount of a million and a half dol¬ 
lars. A. Yes. 

Q. And its investment in plant, and, incidentally, 
it has nothing except investment in plant, is a million 
dollars. A. Per the books? 

Q. Yes. What portion of the market price amount 
is a relatively safe investment? A. Well, that’s not a 
simple question to answer. The market price of the 
securities, again, hasn’t the element of earnings. If the 
earnings were there, presumably, the market price was 
supported. If the earnings continue, the investor will 
not be disturbed because his book value is less. 
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[1967] Q. Suppose the market price is one million and 
a half dollars for the securities of the company, and the 
company’s actual investment in its plant which repre¬ 
sents all of its investment is a million dollars. Isn’t it 
a fact that in that case, only a million dollars of the 
market price represents a relatively safe investment ? 
A. Well, if you are talking about a mortgage upon the 
plant or the like or some possibility of a receivership 
or something, I would agree. But, if the earnings are 
there to justify the market price, you could find many 
examples. 


Q. You say the earnings are there to justify the 
market price—doesn’t that mean that the $500,000 dif¬ 
ference is a relatively hazardous investment because it is 
subject to possible adjustment by the regulatory agency? 

A. It could be. j 

I 

Q. So that the million dollars of the million and 
a half is a relatively safe investment, while $500,000 of 
it is a relatively hazardous investment? A. That is true 
as I understand your example; but, there are other con¬ 
siderations that could be made. 


Q. Yes. I am thinking in terms of vigilant regula¬ 
tion and not vigilant in any vengeful sense. Now, in the 
market price of the company’s securities as to the com-j 
mon [1968] stock, at least the relatively safe investment 
and the relatively hazardous investment may be com¬ 
pounded; isn’t that so? Referring to the example I just 
gave you of $1,000,000 in actual investment in the plant, 
and $1,500,000 market price of securities. A. Well, I 
t hink that would depend on given circumstances. I 
wouldn’t want to say categorically that it was or wasn’t. 

Q. Well, it could be. A. It could be, surely. 
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Q. So that the investor, although willing to take 
a relatively low return on the common stock, so long as 
its price represents only plant investment, demands 
higher and higher returns as its price rises and increas¬ 
ingly represent speculation? 

The Witness: Will you read that please? 

Mr. Goldberg: Read the question to the witness. 

(Question read.) 

The Witness: Well, you have one statement in 
there in regard to the common stock related to the plant 
and so on which just baffles me for the moment Tying 
it in with your example, I am unable to tie it in. 

Q. It seems to me that the question is clear as it 
is phrased, may be it is because I have discussed it with 
my associates and I have discussed it many times. Do 
you [1969] have in mind that I am thinking of the in¬ 
vestor who is making investments in the common stock? 
A. Yes. 

Q. And that there is this differential that we spoke 
about in the example where the market price exceeded 
the actual investment in the plant? A. Yes. 

Q. Does that help you answer the question? 
A. But I had assumed that that market price is this 
common stock that you are talking about as a part of the 
overall capital. 

Q. Yes. I think that is right. Perhaps we better 
have the question read now. 

(The question referred to was read as follows:) 
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“Q. So that the investor, although willing to 
take a relatively low return on the common stock, 
so long as its price represents on the plant invest¬ 
ment, demands higher and higher returns as its 
price rises and increasingly represent speculation?” 

The Witness: I still say that is a pretty tough 
question the way it is phrased, Mr. Goldberg. It is com¬ 
plex. It is very complex. 

By Mr. Goldberg: 

The entire subject is probably complex. It requires 
a great deal of judgment in handling figures. [1970] 
A. Perhaps so, but a complex question doesn’t help that 
complexity any. 


Q. Rather than rephrase it at the moment, I think 
I would rather pass on and come back again to it. Will 
you identify the following quotation which I am about 
to read to you? 

“In some cases, it is inevitable that there will 
be a resumption of pressure by State Commission^ 
and other local regulatory bodies for reductions in 
rates. Companies in the most vulnerable position 
will be (1) those located in States where rate 
pressure has been consistently great, such as Mich¬ 


igan, for example, (2) those earning a higher rate 
of return than the average for utilities within theiif 
states and (3) those still requiring write downs to 
bring their property accounts more in line with 
original cost.” 


Do you recognize that quotation? 

A. I don’t recognize it. I think it is in one of our surveys^ 

i 
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Q. I have read to you from Standard & Poor’s 
Industry Surveys, Utilities, Electric, Gas and Traction, 
Part 1, Current Analysis. It is issued October 3, 1945, 
that is the date of its issue, Volume 113. Is that right? 
A. This citation is correct. I have read the material 
which you read into the record as a quotation [1971] 
from that survey. 

Q. Can you agree with that quotation? A. I think 
that is generally right with the qualification that that is 
talking about utilities overall and, particularly, with 
reference to the effect of tax reductions and so on to off¬ 
set these other statements made. 

Q. Do you recognize this quotation that I am about 
to read to you? 

“The security purchaser cannot escape the ob¬ 
ligation to forecast two important elements, the 
future value of the issue that he holds, and its future 
price. This is true for the simple reason that (a) 
his income from the security he owns is not received 
today but will be received over a series of tomor¬ 
rows, and (b) he will not be selling that security 
today, but tomorrow.” 

Do you recognize that quotation? A. I don’t recog¬ 
nize it, but I think you are quoting from some of our 
surveys. 

Q. I quoted to you from—before I do that, let me 
go on and continue with another quote. 

“Value is the item of primary consideration in 
selection. Price is secondary, but a thoroughly 
important element. At certain times, it becomes, 
unhappily, a dominant element.” 
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[1972] You recognize that one, of course? A. Well, 
as I say, we produce a lot of surveys. 

Q. You keep up with your surveys, don’t you? A. 
I try to, but that is quite a sizeable amount of reading. 

Q. It is from “How to Use the OUTLOOK for 
Successful Investing.” That is gotten out by Standard 
& Poor’s Corporation. Have I correctly stated that? 
A. Yes. That is correct. 

Q. May the record show that you agree with those 
statements? A. Yes. I have read these items that you 
quoted and, generally speaking I agree with it except 
in the first instance wherein the (b) portion it says he 
will not be willing to sell that security today but tomor¬ 
row. I would qualify it by saying he might be selling 
today just as well as he could tomorrow. 

Q. That qualification doesn’t appear, however, in 
the Outlook, does it? A. No. I said I merely qualified 
that statement that you quoted from the document. 

Q. You will recall that I had asked you to check 
a percentage which we got as 7.22 percent, and you 
got as 7.— A. 42. 

[1973] Q. 42, something like that. Having what that 
figure represents in mind, do you know what the 
weighted average investor’s appraisal of the 19 com¬ 
panies is at current prices? A. No. I do not have 
current prices. 

Q. Would you know, however, from your day to 
day studies, that it is lower than either of the percent¬ 
ages you or I developed? A. Well, actually, I don’t 
have that figure, but it wouldn’t suprise me, taking the 
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current level, that might be true. I don't have it. I 
haven’t checked it. 

Q. Aren’t you aware that the market prices of the 
common stock of the 19 companies you have used is 
now about 50 percent higher than the 1944 market 
prices that you used in Exhibit 84? A. I know there has 
been a change, but I state, since I have prepared this, 
I have not brought these figures down to the current 
level so I am not qualified to make a comment. 

Q. It seems to me that since 1945 is now a thing 
of the past and we are in 1946, that it would be desirable 
to have that information. Could you supply that for 
the record? A. Yes. 

Q. In other words, our information is that the 
market prices of the common stock of the 19 companies 
is now about [1974] 50 percent higher than the 1944 
prices? To simplify matters, the end of the year prices 
will be sufficient. 

Mr. Robinson: Aren’t you going to relate it to 
.the same pattern you used before? You used an aver¬ 
age, didn’t you? 

The Witness: Yes. I always do. 

Mr. Goldberg: We want the latest figure in the 
record. If he wants to do anything else, he may do so. 

The Witness: I shall bring the prices continuously 
down to the end of the year. 

By Mr. Goldberg: 

Q. Give us what we want at the end of the year, 
then you can do whatever else you desire. A. Yes. 
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Q. Now, with respect to your heading which is 
repeated in part on Charts 17, 18 and 19, “Investors’ 
Appraisal of Overall Capital Risks”, you have deter¬ 
mined this as percentage developed by dividing the 
market value of the securities into earnings whether 
distributed or not, isn’t that so? A Earnings avail¬ 
able for capital. 

Q. In some instances, a great portion of your 
securities which you have priced are held by institution^ 
or holding companies, isn’t that right? A. Yes. That 
is correct. 

Q. Referring to Chart 19, are you familiar with 
the [1975] provisions of the Natural Gas Act as they 
may relate to sales of gas for industrial purposes which 
are made directly to the industries? Have you had 
occasion to study them? A. Well, I have gone over 
the Act. I dont’ know just what you refer to. 

Q. By that I mean you are aware, are you not, that 
the Commission has no jurisdiction over direct indus¬ 
trial sales? A. I know that. 

Q. That being the case, you are aware that the 
Commission does not set rates for a good part of the 
industrial sales of gas made by the 19 companies that 
you have used? Isn’t that so? A. Well, with the ex¬ 
ception of one or two, such as El Paso, I wouldn’t state 
it quite as broadly as you did because I think many o:: 
the companies, a good portion of their sales were sub¬ 
ject to regulation. 

Q. Well, do you know what portion of the sales 
of the companies you have used represent direct indus| 
trial sales of gas? A. Well, I would have to approxij- 
mate the answers for the various companies; but, in the 
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case of Consolidated Gas Utilities Corporation, using the 
October 31, 1944 figures, I would say about 60 percent 
was subject to regulation, a little more than that. And, 
then, in the case of [1976] Consolidated Natural Gas, I 
would say that something between 50 and 55 percent 
was subject to regulation. 

Q. Without requiring you to go further and specify 
what those percentages may be, assuming you had the 
figures, the fact is, however, that you have included in 
your exhibit the total figures for these 19 natural gas 
companies without regard to whether the business is 
subject or is not subject to the regulation of the Federal 
Power Commission? A. So far as earnings are con¬ 
cerned? 

Q. Yes. A. That is correct 

Q. Can you tell us, as to these direct industrial 
sales, whether natural gas companies enjoyed greater 
or lesser profit than the rate found by the Commission 
for their regular business? I have in mind— A. I don’t 
think I can answer that question. 

Q. You don’t know? A. No. 

Q. I had in mind the Commission had fixed in the 
past rates of return of 6% percent and, recently, fixed 6 
percent in a rate case. Does that assist you in answer¬ 
ing the question as to the whether the return on non- 
regulatory business is in excess of that 6*4 percent? 
A. I don’t believe I have the data to make that com¬ 
pilation. 

[1977] Q. Do you make it a practice to read the Com¬ 
mission’s opinions? A. Yes. I try to read most of them. 
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Q. You undoubtedly have noted that the Commis¬ 
sion has stated and it is a matter of public record, that 
the companies will be earning a rate of return on the 
non j regulated business in excess of that fixed for the 
regulated business? A. I think I recall such a state¬ 
ment. 

I 

Q. Yes. The Commission has made such state¬ 
ments. Can you say whether the investor considers that 
the unregulated portion of the business is a greater or 
lesser risk feature of the business than the regulated 
portion. A. Well, that is rather difficult to answer. 
After all, investors, I think, try to find out some infor¬ 
mation about the contractual arrangements. In many 
cases, the contracts are interruptible, whereas the 
amount going to the ultimate consumer is predominant. 
There might be some additional degree of risk involved. 

Q. Before asking the next question, I would like 
to have that answer read, please. (Answer read.) 

Q. Well, you indicated some familiarity with [El 
Paso Natural Gas Company. You know, do you not, that 
about 50 percent of that company’s business is direct 
industrial [1978] sales, and that it is, for the most part, 
copper business? Is that right? It is, isn’t it? A. That 
is correct. 

Q. That is, price-wise, one of the most fluctuating 
commodities that there is? A. As far as price is con¬ 
cerned, yes. 

Q. With the war over, copper’s position is rather 
dubious, isn’t that so? A. Well— 
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Q. Uncertain, at least? Let’s go back to that 
word. A. I guess it is about as uncertain as life, Mr. 
Goldberg. 

Q. Do you know the percentage of total revenue 
for 19 companies in your Exhibit—oh, I am sorry, I will 
withdraw that question. I think we have already 
covered it. 

Referring to Chart 20, you have entitled that as 
“Distribution of Invested Capital of Natural Gas Com¬ 
panies in 1944 Based on Market Values.” 

Now, that is a little bit misleading is’t it? A. Well— 

Q. The chart isn’t really a distribution of invested 
capital at all, is it? A. Well, that means the capital 
structure. 

Q. I was wondering if this wouldn’t be a better 
title? “Distribution of the Market Value of Outstand¬ 
ing Securities [1979] of Natural Gas Companies in 
1944”? A. Well— 

Q. As broken down into the three major classifi¬ 
cations. A. Or “Distribution of Capital on Market Price 
Basis.” 

Q. Eliminating the “invested”. A. Yes. It is 
really the capital structure on a market price. 

Q. In other words, some of the securities whose 
market values are embraced may represent no invested 
capital, isn’t that so? A. Just represents so many shares 
or bonds or shares of common stock. 

Q. They represent no investment? A. They just 
represent securities outstanding. That is all. 


Paul B. Coffman — Cross. 403 

Q. Now, the percentage ratios that you show for 
each of the three classifications on Chart 20 are very 
largely determined by the market price of the common 
stock, isn’t that right? A. Yes, the common stock is 
the predominant element. 

Q. And— A. As a single item. 

Q. In some instances, that price might be a specu¬ 
lative price, isn’t that so? [1980] A. Well, it is just thi 
price and the market, whatever the price may be. 

Q. At least, these ratios that you have on Chart 
20 are not to be taken as indications of the percentage of 
money that would be raised by a new natural gas comj 
pany attempting, at this time, to obtain all of its capi¬ 
tal? A. Well, I can’t answer as to that. This must be 
a very good set of figures for an investment banker to 
look at if he were contemplating the financing of a nevf 
gas company, if he wanted to get what would seem to bej 
a reasonable capital structure as indicated by current 
conditions. • | 

Q. But, it isn’t the distribution of investment, isj 
it? A. Well, but it is a distribution of the capital repre¬ 
sented by the securities, which, if you are going to 
finance a new one, must go into the business. 

Q. But, as the values fluctuate, those ratios will 
fluctuate, isn’t that so? A. That is true. There again, 
if you take an average over a period of time, you can 
have a reliable guide. 

Q. It might contain speculative prices. It cer¬ 
tainly wouldn’t be a fair guide as to a determination how 
capital should be obtained for a new natural gas com¬ 
pany? Isn’t that so? [1981] A. With the exception and 
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qualification, dealing with 19 companies instead of one 
or two, these isolated examples of some speculative 
element being worked in tends to be ironed out. 

Q. You are assuming the speculative element will 
be some isolated thing, but it may be a dominant ele¬ 
ment? A. It might be, but I greatly doubt it. 

Q. Now, the amount of money raised by common 
stock sales in the past 11 years as shown by your table 
supporting Chart No. 15, is in a rather startling contrast 
to the 58.2 percent for common stock shown on the 
chart. Isn’t that so? A. Will you read that? 

Q. I just wanted you to compare the amount of 
money raised by common stock as shown by your table 
supporting Chart 15 with the 58.2 percent shown in 
Chart 20 for common stock of all natural gas companies. 
A. Well, yes. The common stock that has been floated 
in the period 1935 through 1944 amounts to about 
$28,800,000 odd. That, of course, is somewhat different 
th a n talking about the total of common stock outstand¬ 
ing of 19 companies whereby the 58.2 percent was ar¬ 
rived at. 

Q. Let us get it in comparable percentages so that 
it will have some better meaning. You show 58.2 per¬ 
cent as representing distribution of capital of natural 
gas [1982] companies for 1944 based on market values 
in chart 20? Right? A. That is correct. 

Q. Yet, turning to the table supporting Chart No. 
15, the amount of money raised by common stock sales 
in the past 11 years is only .33 percent. Right? I get 
that from the last column on the table supporting Chart 
15. A. Yes. That is correct. But, there, again, I say 
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that comparison is not wholly accurate because you are 
talking about a period in which much of the larger por¬ 
tion of capital, namely bonds and debentures were re¬ 
fundings and in a period when there was little or ho 
financing in common stock in the 19 companies, most of 
which have been in existence a great number of years. 

Q. What is the common stock percent at present 
prices comparable to the 58.2 percent on Chart No. 2cf? 
A. Will you read the question please? 


(Question read.) 

A. Are you talking right now about current prices ? 


Q. Oh about the end of 1945. A. I don’t think I 
have that price here. 

Q. Well, do you think that it is higher or lower 
than 58.2 percent from your general knowledge of the 
market prices? A. Well, that is also difficult to say 
because you [1983] have got two other variables, your 
bonds and your preferred stock. I would rather check 
it before I guess. 


Q. All right. You check it. You will probably Tpe 
able to answer that when you get the other information 
that you are going to develop. A. That is right. 

Q. To sum up our discussion with respect to Chart 
20, in fact, the ratio of common stock market values to 
total outstanding security market values is the fortui¬ 
tous result of the earnings and dividend outlook and is 
not indicative of the ratios at which capital might most 
economically be obtained. Isn’t that a fair summation of 
our discussion? 
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The Witness: Will you read that question, please ? 

(Question read.) 

A. Well, I think that earnings and outlook defiin- 
itely have a bearing upon market prices of common 
stock and, to that extent, in so far as there has been 
a change in market prices, that would have a bearing. 
But, at the same time, similar considerations are given 
to preferred stock. Now, whether they vary to the same 
extent, one would have to examine each individual item, 
but I think that the figures you represent what the in¬ 
vestor says the values of each given component is by 
these ratios irrespective of how the value came about. 

[1984] Q. But it doesn’t represent the ratios by which 
capital might be most economically obtained. I think 
you about said that? A. Except by your statement one 
could infer that it might be sound to finance 100 percent 
in bonds, for example, and I would doubt that very much. 

Q. I haven’t inferred that or said it. That’s prob¬ 
ably what is causing the trouble, that you are trying to 
read things into my questions. I just made the state¬ 
ment subjectively. I have carefully made it in that way. 

What you have shown on Chart 20 is not necessarily 
indicative of the ratios at which capital might most 
economically be obtained? A. I think that is true. 

Q. Yes. I deliberately phrased it that way so we 
would have no difficulties about it. 

Now, turning to pages 3 and 4 of the table support¬ 
ing Chart 21, will you compute, for me, from the 1944 
figures, the weighted average of the earnings price ratios 
of the 19 companies’ common stock? As a check, I can 
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give you our figure. We got 9.8 percent. A. What page 
are you referring to? 

Q. Pages 3 and 4 of the table supporting Chart N<1. 

21. A. Thank you. You mean taking each individual 
company weighted by its investment, its number of 
dollars? 

[1985] Q. Iam just going to check exactly how we got 
that figure. A. If you got it the way I think you did, 
that’s going to take some time. 

Q. We arrived at the ratio by adding $408,183,000 
on page 3 of the table supporting Chart No. 21 to 
$137,544,000 on page 4. A. You are taking it by class 
and not by individual? 

Q. Yes. A. All right. 

Q. Does that help matters? A. 9.8. 

Q. Turning to Chart 22, and considering, for a mo¬ 
ment, the earnings price ratio on that is highest on that 
chart of natural gas companies—the highest one is the 
26.72 percent for Consolidated Gas Utilities Corporation, 
isn’t that right? A. That is correct. 

Q. Will you, turning to the table supporting Chart 

22, on page 2 of that table, read the earning price ratio 
of that stock for 1942 into the record? A. 41.83. 

Q. And that ratio or the figures which produced it 
are ingredients of these statistical sums from which you 
derived indicated earnings price ratio of subject com¬ 
pany [1986] shown on the last line of Chart 37. 
A. Well, the Consolidated Gas Utilities Corporation 
was one of the companies considered in that. 
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Q. That 41.83 percent contributes to the result in 
thin case of your study, right? A. That is right 

Q. Do you know when Consolidated Gas Utilities 
Corporation went into bankruptcy? A. I am not sure. 

Q. You knew they were in bankruptcy? A. I re¬ 
member something about it. My memory is hazy on that 
particular company. 

Q. Do you know that Consolidated Gas Utilities 
sustained operating deficits in 1936 and 1938 and didn’t 
earn its fixed charges in those years? A. What years? 

Q. 1936 and 1938. A. Well, I don’t know in the 
particular case because, as my figures show, I consid¬ 
ered only the years 1940 and 1944, inclusive. 

Q. I suppose, then, you don’t know that it barely 
earned them in 1937 and 1939? A. That I can’t tell from 
my figures. 

Q. Well, did you know that Consolidated Gas Utili¬ 
ties Corporation contract to sell gas to Public Service 
[1987] Company of Oklahoma expires in 1951? 
A. Yes. It expires in May of 1951. 

Q. You knew that? A. I have checked that. 

Q. Do you know that the company has gas reserves 
of only 73 billion cubic feet? A. I don’t seem to find 
that. 

Q. Then you are not aware of that fact? Well, I 
think you can verify that if you will check it in the an¬ 
nual report of the company to the Federal Power Com¬ 
mission for 1944. Are you aware of the fact that in 1939 
its bonds were sold at a price to yield 18*4 percent? 
A. I don’t have that figure. 
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[1990] PAUL B. COFFMAN the witness on the stand 
time of the adjournment, having been heretofo 
duly sworn, testified further as follows: 

Cross Examination (Continued) 

By Mr. Goldberg : 

Q. Mr. Coffman, you were going to check that 7.22 
percent figure of ours, where you had gotten 7.42 perj- 
cent. Have you had an opportunity to check that? 

Yes, I checked that and it was 7.22 percent. 

Q. And you were also going to develop some other 
data for us. Have you had an opportunity to do that 
yet? A. Well, that requires source material and I have 
people gathering that data, but that will be a little while 
before it is ready. 

Q. Relating ourselves to Chart No. 23 of your 
Exhibit No. 84, do you know whether the weighted 
average earnings price ratio of common stocks, which 
you have developed for all 19 companies for 1944 in the 
per cent of 9.8 is greater or less than that ratio-figured 
for 1945? A. I don't have the 1945 figures. I might: 
explain on that, Mr. Goldberg: the difficulty on the '45 
figure for [1991] ratio is that the earnings will not bq 
available until some time in 1946 to calculate the ratio. 

Q. But you do know, do you not, from various 
source material, that you reviewed from time to time, 
or are familiar with, that the earnings for 1945 are 
expected to be at about the same level as the earnings 
for 1944, very slight differences? A. I wouldn’t want 
to say that at the moment because until they are com¬ 
puted and adjustments made for tax and other reasons, 
I am not certain just what the level will be. 


A- 
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Q. Well, from the information available, will you 
tell us what the investor is doing with regard to earn¬ 
ings? Is he responding on the assumption that the 
earnings for 1945 have been about the same? A. Are 
you talking now about utility companies, more partic¬ 
ularly gas companies? 

Q. Yes, natural gas companies. A. Well, I think, 
generally speaking, he is anticipating that some drop 
in business which might lower earnings will be offset 
by certain tax savings which might tend to give an 
equalizing factor, but at the present time no one knows. 

Q. Do you recall seeing an article in the New York 
Times of December 18, 1945, in its financial section, 
which is excerpted in the News Digest which is pre¬ 
pared by the Federal Power Commission staff, and 
which I now show you? A. Well, I have read this article 
which you have handed [1992] me. Actually, I don’t 
recall having seen it, but here the comment is made to 
the effect that “Total revenues of the gas utility indus¬ 
try were about 3.6 percent over 1944 as of the year 
ended September 30,” but what the net revenues will 
be, I still think is problematical until year-end adjust¬ 
ments. 

Q. Yes. Well, that reference that you just read 
into the record refers to the total natural gas industry, 
that is, natural gas, and manufactured as well? A. That 
is correct, but it is to total revenues and not what is 
available finally for the investor, and I say I don’t know 
what that will be until year-end adjustments are com¬ 
puted. 

Q. When you say “available for the investor,” you 
are talking about net revenues only? Not distribution 
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of dividends? A. No, I am talking about net earnings 
available to all forms of capital. 


Q. If you were asked to express an opinion with 
respect to the 1945 earnings, would you be in a position 
to express one? In relation to 1944, of course. A. Well, 
I don’t believe that I would at this time. 


Q. In other words, there are a number of uncer¬ 
tain factors, one way or the other, that you would h4ve 
to appraise before you could express the opinion? A . 
Not only that, but I would have to have some time 
to [1993] go over the individual companies, to have an 
approximation of what they might mean in total. 

Q. Would you say that the article that I hgve 
handed you indicates that the earnings for 1945 in rela¬ 
tion to 1944 will be about the same ? A. Well, that refers 
to total revenues there. If net revenues worked in the 
same relationship as total revenues, I think it could be 
said they would be higher, but I don’t know as they Will 
do that until you find out what the year-end adjustments 
are. 

Q. So that before you could express an opinion as 
to the related percentage for 1945, which you gave as 
9.8 for 1944, you would have to have these year-epd 
figures, with the adjustments? A. To state it exactly, 
what it would be. But to make an estimate, I would 
have to study the various factors relating to the trend 
in 1945 and, as I have stated, I haven’t had the ’45 figures, 
so I am not in a position to pass an estimate. 


Q. However, you would agree, would you not, that 
those are factors which the Commission should take into 
account in passing on the question of fair rate of return. 
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in this case, and even in considering your data in relation 
to that question? A. Yes, sir, if the information is 
available, I think that is considered the same as all these 
data on past years [1994] which I have presented. 

Q. You expect the Commission, in using your data, 
to apply its experience and judgment, of course? A. I 
merely say that such as I have presented, I think must 
necessarily be looked at as well as the most recent data. 

Q. At page 1663 of the transcript, you notice you 
have stated that “Age is important because of the wast¬ 
ing nature of the natural gas industry.” Do you see 
that there? That is at line 13. A. Yes. 

Q. And you made that observation in relation to 
Chart 24, which shows the age of each of the 19 natural 
gas companies, and also the age of the two subject com¬ 
panies in this case; is that right? A. That is correct. 

Q. Isn’t it the remaining available gas reserves, 
available to a company, that is important, rather than 
its age? A. Well, I think that that is true. When I 
speak of age, I am merely indicating that experience over 
a period of years by a company, where it may be acquir¬ 
ing new gas reserves, and so forth, is a factor that should 
be considered. 

Q. Well, you have shown, in Chart 24, that the 19 
companies and the subject companies are of certain ages. 
Consolidated Gas Utilities, for example, appears to be 
only [1995] nine years old; Pittsburgh & West Virginia 
Gas Company, 50 years old. Now, those figures, in and 
of themselves, mean no thin g, unless you relate it to the 
available supply of gas that those companies have, 
which is the important feature; isn’t that so? A. That 
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is true, but I am not using age in that sense. What I 
am trying to indicate here is that if the company has 
had a reasonably long life and has been able to suppler 
itself with additional gas reserves, and so on, that hisr 
tory is indicative of what the management has been able 
to do, and it is just one criterion to make a comparison 
on, among many others that I have shown. 

Q. Well, are you saying that each and every one of 
the companies you show on Chart 24 have, over their 
life, had ability to provide themselves with a supply of 
gas? A. I am not saying that, no. I am merely saying 
that this is one test, among others, and not confirming 
it to age alone at all. 

Q. But you have used a criterion, age of companies, 
in arriving at your result; isn’t that so? A. That is 
correct. 

Q. And I am just trying to find out what it means. 
It seems to me that it doesn’t mean very much to say 
that a company is 15 years old. A. Well, I merely indi¬ 
cate to you that if one company [1996] is 50 years old 
and throughout that time, either because they had 
enough gas reserves at the outlet to last that long, or, |- 
year in and year out was able to acquire more so that 
they could, it is rather important history in comparison 
to some other company that had only half the span or a 
quarter of the span. 

Q. But age does not reflect that. It is entirely con¬ 
ceivable, is it not, that the reserves which the company 
has been using throughout its life, it had at the start, 
and through that existence it has made efforts to acquire 
additional supplies of gas without success; isn’t that so? 
A. Well, let me explain it the other way around. I am 
not attaching— 
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Q. First, before you explain it the other way 
around, isn’t what I have stated a fact? A. Will you 
read it please? 

Trial Examiner: Read it. 

(The record was read by the reporter.) 

A. Well, as that is stated, I think that is not an 
accurate statement, because all companies are attempt¬ 
ing at all times to get more reserves and most of them 
are having some success over a period of years. So your 
statement, as you actually say it, is literally not true in 
my opinion. 

Q. Well, you know, do you not, that the gas re¬ 
serves of Consolidated Gas Utilities Corporation, which 
is only nine [1997] years old, are relatively low; isn’t 
that so? A. Well, that is correct, but— 

Q. What success has it been having in securing ad¬ 
ditional supplies of gas? Do you know that? A. Well, 
at the moment, they, I think, like other companies, are 
attempting to make certain further contracts, and the 
mere fact that their existence since their receivership is 
only nine years, still does not indicate that they can’t do 
something further, or at least that they will not attempt 
to do it. According to the 1944 data, the company has 
approximately 12,000 acres of undeveloped, and 8400 of 
developed oil and gas leases, with some 111 gas wells 
thereon, and the company has contracts to purchase gas 
from approximately 237 wells. So that I think that com¬ 
pany, like any other company in the business, is continu¬ 
ing right along to acquire additional gas leases or gas 
supply. 

Q. That doesn’t indicate anything about success or 
failure, that you just read, does it? A. Well— 
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Q. It doesn’t even indicate anything about the 
worth of those acres that they own. A. Oh, I grant you 
that, and I didn’t say that in my testimony, Mr. Gold¬ 
berg. I merely say that age—you make the compari¬ 
son, but there are other tests that tell about other things. 
Age doesn’t solve the whole problem. I never indicated 
[1998] that 

Q. Iam trying to find out to what extent age enters 
into the problem to help us towards a solution, and that 
is all I am interested in finding out. A. Well, if I can 
answer your question— 

Q. How you use it. A. If I can answer your ques¬ 
tion this way: to me, if you have one company that 
lasted 50 years, was able to operate in that time, make 
earnings, get gas supply, and so on, and you have 
another company that was only able to exist 20 or 30 
years, that there is a difference between the two com¬ 
panies. There is some indication there as to the fact 
that one was able to survive 50 years and another was 
not, and it doesn’t mean any more than that. 

Q. In other words, the older the company the 
better the company, according to you; is that so? A. 
Are you saying that? I am not. 

Q. Now, we are back to what I am saying agajin. 
A. Well, I thought you did say it. I didn’t. 

Q. I am trying to find out what you are saying. 
Sometimes it appears a bit ambiguous to me. Now, if 
you can’t agree with my statement, I would like to hsjve 
you say so. A. I don’t agree with it. 

Q. I am not testifying here. You are. A. All 
right. I don’t agree with that statement. 
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[1999] Q. All right. Fine. However, haven’t you just 
indicated that the longer a company has been in exist¬ 
ence, the more favorable its position, because it has 
demonstrated the ability to remain in existence this long 
period of time as compared to another company that 
is only nine years old? A. No, I am not sayng that at 
all. I am just saying the fact is if one company is 50 
years old and survived that long and another hasn’t, at 
least for that past experience that indicates the success. 
What it may do in the future, to say that it lasted 50 
years and, therefore, it should last another 50, I am 
not saying any such thing. 

Q. Then, your data on ages here does not indicate 
what the prospects of the company are in the future? 
A. Not necessarily, but it does show what has hap¬ 
pened up to that time. 

Q. All right. Now, I noted that you said that Con¬ 
solidated Gas Utilities Corporation is only nine years 
old on this chart, from the date of its receivership; did 
you say that? A. The reorganization, yes. 

Q. In other words, the ages you reflect here repre¬ 
sent the ages of the corporate entity? A. Generally, 
that is true, for each of the companies. 

Q. In other words, you take Kentucky West Vir¬ 
ginia Gas Company. It is shown as being 18 years old. 
Now, that is 18 years [2000] from the date the Ken¬ 
tucky West Virginia Gas Company was organized, right? 
A. Yes, that is correct. 

Q. But we know, however, that Kentucky West 
Virginia Gas Company had transferred to it by an affili¬ 
ated predecessor certain acreage which is older than 18 
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years; right? A. Well, but here again I am looking at 
this from the investor’s point of view at the time certain 
securities were issued or held by one person or another. 

Q. I wasn’t pursuing with you at the moment what 
the investor was doing. I was merely asking you whether 
it is or is not a fact that the 18 years of age you show 
in Chart 24 represents only the age of the corporate 
entity rather than the age of its property. A. Yes, that, 
generally, is true. But the two might, in some cases, 
be the same. 

Q. We know, for example, that in this case, we have 
a company like Consolidated Gas Utilities Corporation, 
shown on your Chart 24 nine years of age, with relatively 
low gas reserves, while we have, on the other hand, one 
of the subject companies, Pittsburgh & West Virginia 
Gas Company, which is 50 years old, which is in an 
enviable position in its business by reason of the poten¬ 
tially large reserves of its sister company, the Kentucky 
West Virginia Gas Company; isn’t that so? [2001] A. 
Well, in talking about the enviable position, I think the 
Kentucky Company, of course, with its production, does 
have certain reserves and so on. Now, what the rela¬ 
tionship between the two companies is in the supply 
over a period of time will have to be worked out. I mean 
your word “enviable” bothers me. That is that old 
language difficulty again as to which is which. 

Q. Well, do you or do you not know whether the 
Kentucky West Virginia Gas Company is in an enviable 
position with relation to its reserves and with relation 
to market? A. Well, I would say that it has good re¬ 
serves and that it has good markets, sure. 
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Q. Well, do you know whether it is in an enviable 
position in those respects? A. Well, I just don’t want 
to get into things being enviable or not 

Q. Do you or don’t you know? A. As to that word, 
I do not know. 

Q. All right. And you haven’t taken that into ac¬ 
count, then. Not knowing whether its position is en¬ 
viable in those respects; isn’t that so? A. No, that isn’t 
so. You study the figures, but when you study figures 
you don’t have to say they are enviable or not enviable. 

Q. Well, you have to say whether they are good or 
bad. [2002] A. I have already said they are good. 

Q. All right. 

Now, taking you one step further: they are more 
than good, they are enviable. Do you know that? A. I 
don’t think I do. 

Q. Therefore, you didn’t consider them in that 
light; is that so? A. I considered the figures as figures. 

Q. You considered the figures as figures, but in 
considering the figures as figures you had to character¬ 
ize them, good, bad, or indifferent, excellent, not ex¬ 
cellent; isn’t that so? 

Trial Examiner: Or enviable. 

A. Enviable, to me, is difficult, because of the 
comparison of one company to another. I say it has 
adequate and good reserves. Whether enviable or not, 
are subject to other determinations. 
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By Mr. Goldberg: 

Q. Did you consider the gas reserves available 
the Pittsburgh & West Virginia Gas Company? A. 
their own right or through the Kentucky Company? 

Q. Well, through both you would have to consider 
them, I suppose. A. Oh, yes. 

Q. Did you consider it? [2003] A. Yes. 

Q. Did you consider the reserves available to the 
Kentucky West Virginia Gas Company? A. Yes. 

Q. Which one of your criteria have you reflected 
in your consideration of the available gas reserves in 
Exhibit 84? A. Of the various tests? 

Q. Yes. A. Well, the only way that thatH-I 
haven’t considered that directly because I have been 
analyzing the data from the investor’s point of view, 
looking at the earnings record. And I obviously can’t 
make comparison on many of the other companies, I 
don’t have the data in each case, so that that comparison, 
as such, could not be made. 

Q. Now, let’s consider Chart 26 for a while. Does 
the percentage of gross income to operating revenue, 
of itself, mean anything? A. Well, that is one statisti¬ 
cal test that I think analysts look at, and investors. It 
is one calculation, in other words, that can be made. 
I think it gives you just an additional picture of a cojn- 
pany. 

Q. It just seems to me that in and of itself it 
doesn’t mean anything. For example, if rates were re¬ 
duced, that bare percentage that you have in Chart 26, 
without the information that the rates were reduced, 
or were to be reduced, might be [2004] misleading; 
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isn’t that so? A. Well, on the other hand, I have to 
make the same statement that I have made before, 
that here we are talking about not a single given 
moment of time or a single year. We are talking about 
a series of years. So that if there is any rate reduction 
in prospect, within this period, it would have been 
registered before and after. 

Q. Let’s look at the wide differences between the 
percentages for the two subject companies in this case. 
You show 9.3 percent for the Pittsburgh & West Virginia 
Gas Company, and 21.6 percent for the Kentucky West 
Virginia Gas Company. Do you know the major reason 
why the Pittsburgh Company shows 9.3 percent and 
the Kentucky Company shows 21.6 percent? A. I am 
not sure that I know the reason, no. 

Q. No, the major reason. A. Or the most im¬ 
portant reason. 

Q. Then, you don’t know whether purchased gas 
is the answer? A. It may well be. 

Q. You don’t know, however? A. I am not cer¬ 
tain. 

Q. The reason why I followed with “you don’t 
know, however,” is that you said it may be. A. Well, 
I do know that Pittsburgh gets much of their gas from 
Kentucky, so it is a perfectly logical statement. 

[2005] Q. At page 6 of Table supporting Charts Nos. 
25 to 31, the percentages corresponding to the 9.3 and 
21.6 appearing on Chart 26, for the subject companies, 
are 11.39 and 23.89, respectively; is that not so? That 
is, for 1944, the corresponding figures are 11.39 and 
23.89. A. Yes, the figure for 1944 percent gross income 
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to operating revenue is 11.39 for Pittsburgh, and 23.89 
for Kentucky. 

Q. At page 5 of the same table supporting Charts 
Nos. 25 to 31, you show operating revenue for the Pits- 
burgh Company for 1944 of $8,479,000. That is right, 
is it not? A. That is correct for the Pittsburgh & West 
Virginia. 

Q. Yes. At page 67 of Exhibit F in this case, 
which is the company’s annual report to the Commis¬ 
sion, purchased gas plus purchased gas expense, less 
the portion stored, is reported as $4,548,408. Now, ac¬ 
cepting that figure as correct—and I think the report 
shows that it is—will you tell us what part of the 
operating revenue in percent comprises purchased gas 
costs? We get 53 percent, if that will help you any. 
A. Between 53 and 54 percent. 

Q. Yes, and at page 5 of the same table, support¬ 
ing Chart Nos. 25 to 31, you show operating revenue 
for the Kentucky Company for 1944 to be $5,006,000; 
is that right? A. That is correct. 

[2006] Q. At page 67 of Exhibit L in this case, which 
is the Kentucky Company’s annual report to the Federal 
Power Commission, purchased gas plus purchased gas 
expense is shown as $708,715. Accepting that figure as 
accurate, will you tell us what part of the operating 
revenue in percent comprises purchased gas costs? We 
have 14 percent. A. Yes, that would be correct. 

Q. So that it appears, from these calculations, and 
the figures that I have given you, that purchased gas 
costs account for 39 percent more of Pittsburgh Com¬ 
pany’s operating revenues than they do of Kentucky 
Company’s operating revenues? A. Yes. 
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Q. And thus we see that that may be the sound 
reason for Pittsburgh’s gross income being less than 
Kentucky’s in the percentages which you reflect on Chart 
26; is that right? A. That is one of the reasons. 

Q. And to read those percentages above the green, 
yellow and red bars on Chart 26, without a rather 
intimate knowledge of the operations of the companies, 
the 21 companies you have on that chart, might lead 
one using that information to a wrong conclusion; isn’t 
that so? A. Well, if you use just one item, but where 
you are using it as a group, which I am, I don’t think 
that that is necessarily true. 

Q. Well, in each case you are relating the group 
to one [2007] company; isn’t that so? A. Or two com¬ 
panies, yes, two subject companies. 

Q. Well, even though you may be using a series 
of criteria, it is important, is it not, that you be equipped 
with adequate information with respect to each of those 
criteria, to avoid being misled by the data you are using? 
Is that not right? A. Well, except—I would like to 
have it if I could get it, but if I haven’t it available on 
the other companies, then, I put them on as close to a 
comparable basis as I can get it for the year covered. 

Q. To have the sort of information that we have 
been discussing in the past few questions, it is a very 
desirable thing in connection with using this data on 
Chart 26? A. If I had the data, I would consider it. 

Q. Yes, that is right. Refer to Chart 27, please. 
Referring to Chart 27, would you say that the dividend 
policy of a company is a factor that largely determines 
the market value of its common stock? A. I don’t be¬ 
lieve I would say largely, because I think a common 
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stock investor looks at earnings that are available for 
common after charges and preferred dividends, and 
whether they are paid each year or not is not a pre¬ 
dominant factor, although it is taken into consideration. 
[2008] Q. So that your difference with me really 
amounts to the descriptive phrase I have used. You 
don’t quite go along with me that it is largely determina¬ 
tive of the market value, although you would agree that | 

it is an important factor? A. That is right. j 

i 

Q. Aside from the matter of equity accumulation, 
would you say that the payment of dividends tends to 
enhance the market value of common stock? A. Well, 
that is a little difficult. I think, generally, that it might, 
although there are many companies not paying divi¬ 
dends but who are earning money and whose stock prices 
are going up by virtue of earnings even though no divi¬ 
dends are being paid. 

Q. Well, to meet that, I perhaps should have intro¬ 
duced the phrase “other things being equal.” A. I 
would think that was more accurate. 

Q. Other things being equal, the answer would 
be yes to my question; right? A. I would think so. 

Q. And to the extent that management lags in 
paying dividends and accumulates surplus instead, the 
tendency is for the market price to lag, again other 
things being equal? Perhaps the question is repetitious. 

I think it might be the same thing in another way, or 
don’t you think so? A. Well, I would say generally 
that is true, but there [2009] are other factors to be 
considered. 

Q. That is why I say other things being equal. 
Now, what we have been discussing means, does it not, 
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that in those circumstances, stock has a higher earn¬ 
ings price ratio than would he the case if dividends more 
nearly approached earnings in amount? A. Well, in 
those instances where a dividend policy, in payment of 
dividends, had some influence in making the price higher 
than it would have been if the earnings had not been 
distributed, then, I would agree with the statement, but 
only in those instances. 

Q. Do you know what part of the earnings of the 
19 companies in 1944 that were available for dividends 
were paid in dividends? A. I don’t have that figure. 

Q. You don’t have that with you? A. No. 

Q. You don’t know now what it is? You haven’t 
studied that in connection with Exhibit 84? A. Only 
in so far as I have the percent of gross income actually 
paid out in dividends. 

Q. With reference to Chart 29, your statistical 
figures for net property are the plant accounts per bal¬ 
ance sheet less accrued depreciation per balance sheet, 
or to put it in another way, per books; is that right? 
[2010] A. Or per annual report, yes. 

Q. In other words, you have accepted the book 
figures for plant and for accrued depreciation without 
qualification? A. That is correct. 

Q. Now, we know, do we not, that plant accounts 
differ as to their over or under statement from company 
to company? A. Yes, there are differences. But those 
figures are not available to me. 

Q. Are you familiar with the fact that in this case 
the Pittsburgh Company is contending for an original 
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cost that exceeds its book costs by more than 40 per¬ 
cent? A. Yes, I am aware of that factor. 

Q. And you know, do you not, that companies 
differ in their methods and policies with respect to ac¬ 
cruing depreciation and depletion? A. Yes. 

Q. And that dependent upon method, the reserve 
may be considerably greater or less than it has to be? 
A. It can vary. 

Q. And isn’t it fair to say that one must be quite 
expert to know the degree to which a company’s policy 
in respect to reserves is conservative or otherwise^ 
A. I think that information on that, if available, should 
be studied, but the investor, after all, has merely the 
figures I am working with and that is what he studies 
to [2011] determine what he will do in placing money 
in one form of investment or another. 

Q. He tries, however, to appraise the adequacy of 
the reserves, whether they are conservative or not, 
doesn’t he? A. To the best he can from information 
that is available to him. 

Q. However, you will agree with me, I think, thait 
one must be quite expert to assess those reserves from 
the standpoint of whether the company’s policy is con¬ 
servative or otherwise? A. I would say so. 

Q. And does the investor have that expertness? 
A. I wouldn’t say that he has that expertness, but he 
makes use of all the figures available and makes his 
determination as to where he will place his money. 

Q. It is a fact, is it not, that your study does not 
include many large investments in natural gas issues 
of common stock, such as those held by institutional 


426 


Paul B. Coffman — Cross. 


investors? A. No, the figures that I have used here 
are based upon market transactions for whatever num¬ 
ber of shares may have been transferred during the 
course of each year under question. 

Q. And those transfers don’t reflect these large 
investments of the institutional holders, do they? 
A. Well, presumably there was no transfer of that hold¬ 
ing, so I am merely using the market quotation on shares 
trans- [2012] ferred to have an idea of what the investor 
says is a fair value for the stock. 

Q. Would you say that one must know the average 
age and life of a property in addition to the percent of 
the reserve to gross property in order to draw a sound 
conclusion about the percentage? In other words, to 
draw a sound conclusion about the adequacy of the re¬ 
serve? A. Well, I should think that that depended on 
studies of the reserves and what the geologists and so 
on believe are available, as against the rate of take. 

Q. Well, your answer is yes, then? One would 
have to know the average age and life of the property 
to reach a sound conclusion as to the adequacy of the 
reserve? A. Yes, you would have to know all the facts 
that you could get about the reserves. 

Q. And he must know what the gross property 
figures represent, what is behind them? A. That is 
right. 

Q. Other things being equal, is there a tendency 
for common stock to yield less as it represents a greater 
part of total capitalization? A. Well, your question 
again is difficult to answer the way you ask it. I will 
say this: in most instances, I would expect to find that 
where the common stock equity was small so there was 
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large leverage, that percent would tend to [2013] be 
higher and that other things being equal, if it was 
larger so there was less leverage, it would be smaller. 

Q. But that isn’t to say, however, that a company 
can be as economically financed by issuing common stock 
for most or all of the capital needs? A. Well, no, it 
isn’t to say that, but it could easily be the case and it 
might be a sounder way to finance in the long run. 

Q. You don’t mean to say by your last answer, 
do you, Mr. Coffman, that a company should not take 
advantage of the large reservoir of funds available to 
it among institutional investors at these low rates that 
prevail? A. No, I don’t say that, but I merely indicate 
that while low rates prevail and through their institu¬ 
tional funds available, even though it may be economical, 
it does not necessarily follow that it would be sound to 
finance most of an enterprise by bonds. It might bp 
temporarily, but over the long run I personally feel 
confident it is not sound. 

Q. What significance do you attach to the per¬ 
centages shown in Chart 32? A. Well, that information, 
I think, gives some additional idea on each company as 
to whether, out of the total gas it handles, a certain 
amount it produces, or whether it purchases at all, and 
so forth. It gives some idea of the relative status of one 
company to the other, in so far as [2014] figures arp 
available on the companies. 

Q. I was just wondering about that data, how the 
investor integrates it into his thinking. Could you give 
us an example? A. Well, I think that most any investor 
looking at a gas company is interested to know approxi¬ 
mately how much gas it handled. That has something 
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to do with size. And of the gas handled, how much may 
he produced by the company, or may be purchased, and 
so forth. It is just a further breakdown of statistical 
data, where you have any breakdown available at all. 

Q. The data you show on Chart 32 doesn’t appear 
to reflect what portion of it is purchased gas; is that 
right? A. That is right. It shows two figures, as shown 
in the table supporting it. The natural gas produced, 
on the one hand, the total gas handled, on the other. 

Q. What does that total gas handled mean? A. It 
means the millions of cubic feet that they actually sell. 

Q. How about gas transported? Is that included 
in total gas handled? A. Well, transmission also, surely. 

Q. Going over to Chart No. 36, do you consider 
that the application of a test given in conformance with 
the method employed by you in Chart No. 36, is a fair 
test of a company for [2015] purposes of determining 
its investment possibilities? A. I think these data are 
necessary to be considered, looking at the possible in¬ 
vestment. 

Q. But wouldn’t you agree with me that a test for 
comparative investment possibilities doesn’t serve the 
purpose of the Federal Power Commission in its task 
of fixing fair and reasonable rates? A. No, not as you 
state that, Mr. Goldberg. I think that as long as private 
capital is to be used to finance public utility companies, 
that data which relates to the investor must be consid¬ 
ered, because, after all, the investor has the option of 
whether he will place his money in the utilities business, 
in the automobile business, or something else. And 
until private capital goes out of the picture entirely it 
seems to me the investor market must be taken into 
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consideration in any regulation or otherwise, and I can 
conceive of it being possible where the capital mar¬ 
kets would be pretty well liquidated as far as the utility 
business is concerned. That would be assuming regula¬ 
tion carried to an extreme point, for example. 

Q. Well, relating ourselves to the test you have 
applied in Chart No. 36, how could the Commission use 
the data if the earnings of the companies you are using 
to establish your result might be an excessive return 
by another standard? A. Well, of course, my answer 
there is the Commission [2016] makes the final determi¬ 
nation, and from my standpoint I am merely saying that 
the investment market, so long as private capital con¬ 
tinues to exist, is a free market. People do not have to 
invest in utility securities, so if something should hap¬ 
pen whereby those securities are not as attractive as 
other investments, I think capital will tend to flow awjay 
from the utility business to other business. I don’t know 
whether it is railroads or manufacturing industries, or 
what. 

Q. Well, are you saying that your figures are sim¬ 
ply one factor that the Commission should consider in 
reaching its result? A. Yes, that is exactly what I am 
saying. I am saying I believe it to be important data 
that must be considered along with other data in deter¬ 
mining a fair rate of return. 

Q. If the Commission were to ignore these othpr 
factors that you say it should consider, along with your 
presentation, there would never be a general loweriig 
of rates. All you would accomplish would be a spread¬ 
ing of the various levels evenly. Is that not so? A. N|o, 
that can’t possibly be so, because the utility industry is 
subject to the vicissitudes of the business cycle as other 
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businesses, and there will tend to be ups and downs. 
As a matter of fact, there are in spite of regulation. 

Q. Well, if the Commission were to fix rates today 
and were to use simply your figures that you have pre¬ 
sented, with- [2017] out consideration of the other fac¬ 
tors that you say the Commission should consider and 
must consider in arriving at the result, the earnings of 
the industry would be the same as before. One com¬ 
pany might be cut down, another one would be raised, 
but over all, you would have the same sum total; isn’t 
that so ? A. I don’t believe that would necessarily fol¬ 
low, no. 

Q. Well, if the Commission were to use simply 
your data and ignore these other factors, and if every 
company you used were earning 50 percent return on 
your basis, including the Respondent companies, the 
subject companies, the indicated fair reasonable rate of 
return would be 50 percent? A. No, I can’t follow that 
at all, because you would not only have the variation 
between the companies, but you also have the variation 
in year to year operations, and there would he many 
variations. The only thing that I indicate in these data 
—and it is shown, I think, in Chart 17—is that compara¬ 
tive uniformity through the years with regulation in 
existence, or a good portion of it for some companies 
and for all of it for other companies, merely indicates 
to me that investors classify risks according to what 
they think are the hazards, in comparison to some other 
investment. So there is no guarantee at all that there 
will be a stability on my method any more than it is 
guaranteed to the companies on the part of the Com¬ 
mission that they will earn 6% percent. 
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[2018] Q. Well, as I see it, if the Commission were to 
use solely your method and ignore the other factors 
which it must consider, there just wouldn’t be any gen¬ 
eral lowering of rates. If, for example, in that hypoth¬ 
esis I gave you, each of the companies used to establish 
this fair rate of return were earning 50 percent, and 
the companies whose rates were being investigated were 
earning 50 percent, 50 percent would be the result you 
would come out with. There would be no point to hav¬ 
ing a rate case, as I see it. Isn’t that so? A. No, be¬ 
cause there are two aspects to any rate case. There is 
the rate base, on the one hand, and the rate of return, 
on the other. For a first instance. And then, on top 
of that, are these changes which may take place from 
year to year, and they may or may not have an effect, 
depending upon what the trend in business is. Now, if, 
over the future years, people become more convinced, 
as investors, that the utility industry is becoming a 
greater certainty, I would suppose that these rates 
might go down. But the investors, at least from 1936 
to 1944, have not been convinced to any extent so far 
as I can see in the figures. 

Q. Suppose the companies you are using had, let’s 
take a ridiculous figure, 50 percent inflation in their 
investment. Unless you took that into account, you 
would be fixing a rate of return for the subject com¬ 
panies on a basis where 50 percent of the investment 
of the companies you were [2019] using was water, let’s 
put it that way. A. Well, as I say, the Commission is 
making the determination as to the rate base and if 
there is inflation presumably when the Commission 
study is ended there is a correction. 

Q. The Commission is not making a rate base de¬ 
termination for the 19 companies which you used as 
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your criteria; isn’t that so? A. No, that is, at one time. 
They may at one time or another cover a good many of 
those companies. 

Q. In other words, the Commission should take 
into account the extent of inflation in the accounts of 
these 19 companies. It is one of these other factors 
they should consider; isn’t that so? A. Well, that is on 
the rate base side of the picture which I am not dis¬ 
cussing here. 

Q. In other words, you haven’t paid any attention 
to that aspect of it? A. No, I have looked at this mat¬ 
ter purely from rate of return segment, which is one 
segment of an over-all rate problem. 

Q. You haven’t looked at it from the rate base 
aspects, either for the subject companies or any of the 
19 companies you used; right? A. No, that isn’t right. 
I have looked at some which [2020] have had recent 
determinations on the part of the Federal Power Com¬ 
mission as to a rate base where the figures were avail¬ 
able, and I could get them. In other cases I don’t know, 
because in some cases there have been no determina¬ 
tions. 

Q. Referring to Chart No. 37, how do you account 
for the drop in the 1944 earnings price ratio, compared 
with the 1940 to 1944 earnings price ratio? A. Well, 
I think that comes back to the point that I have made 
several times in my exa m ination: that at any one given 
moment of time, or any one year, for example, where 
you have certain average prices, there may be some 
maladjustment, and I presume that in the case of the 
1944 figure, it would be explained that the prices were 
somewhat higher relatively than the earnings as com¬ 
pared with the same ratio for ’40 to ’44. 
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Q. You mean prices of securities? A. Yes, be¬ 
cause that is how you get the ratio of earnings prjce 
ratio. 

I 

| 

Q. And that trend is continued into 1945; isn’t 
that so? A. Well, I believe so, but, as I have statjed 
before, I do not have the facts to state it definitely. 

Q. Do you know whether the rise has been as 
much as 50 percent? A. Market over-all? 

Q. No, on these 19 companies. [2021] A. No, I 
can’t answer, because I haven’t looked at any of tjhe 
1945 prices on any of these 19 companies. So I am just 
not in position at the moment to answer until I tabulate 
the information which you have already requested. 

Q. At page 1706 of the transcript, your testimony 
with respect to the 3.50 indicated cost of capital shown 
on Chart No. 38 reads that the 3.50 percent is “a judg¬ 
ment figure, based upon the most recent debt financing 
in the natural gas industry.” Do you have any debt 
financing in mind where the cost was 3.50 percent? 
A. Well, I think that judgment figure is based upon a 
subsequent statement there, commenting upon Tennes¬ 
see Gas and Transmission, which was 3 percent, which 
sold approximately at par, and in November, 1944, tpe 
United Gas Corporation, which sold 3 percent at about 
par, and taking into consideration what would be a 
reasonable figure for a representative company. 

Q. But you have no 3% percent issue in mind; isn’t 
that so? A. No, it is a judgment figure, as I have said. 

Q. So you took issues where the cost of capiial 
was 3 percent, and by applying your judgment, arrived 
at 3 y 2 percent; is that right? A. Yes, because the Ten¬ 
nessee Gas and Transmission, I think, was a ratlier 
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peculiar situation and would not necessar- [2022] ily be 
a guide as to what could be done over all for a reason¬ 
able period. 

\ 

Q. When you say that it was a peculiar situation, 
I would like to have you explain what you mean by that. 
A. Well, I mean by that that the company came about 
principally because of a war emergency, or at least that 
was the immediate reason for the development. It was 
financed on a certain basis which I believe cannot be 
considered a representative basis for a period of time. 

Q. Are war emergency facilities financed cheaper 
than other facilities? A. I wouldn’t say that they 
necessarily are. I wasn’t referring so much to that as 
to the character of the financing and the nature of the 
pipeline that was developed, and the fact that a large 
part of the capital which was arranged is in the form 
of bonds, preferred stock, or bank loans. There is less 
than 2 percent in common stock, and the return on com¬ 
mon, coming back to your own point, is about 150 per¬ 
cent, for the reason I have given a little while ago, 
namely, leverage. 

Q. Well, the fact is that, generally, there is a lot 
of cheap money floating around that is available to these 
companies; isn’t that so ? A. Yes, I think there is money 
available. 

Q. And as 3 percent was available to Tennessee 
Gas and [2023] Transmission, it would be available to 
the subject companies in this case? A. Well, only if the 
situation surrounding the company was equally as good 
as Tennessee. Tennessee has a good gas source, and it 
has a good market. 

Q. You say that Tennessee has a good gas source? 
A. I think so. 
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Q. Kentucky West Virginia has an enviable gas 
source, hasn’t it? A. Well, if you insist on it, Mr. Gold¬ 
berg. 

Q. Isn’t that so? A. I wouldn’t say it was any 
more enviable than Tennessee Gas. 

Q. Equally as good? A. It might be. 

Q. So that from that aspect it ought to have the 
same 3 percent money available to it? A. It might. 
But over a long period of time I question whether it 
will, or any company, for that matter. 

Q. Do you know whether Tennessee Gas and 
Transmission Company has as enviable position as Ken¬ 
tucky West Virginia Company with respect to market 
for its gas ? A. I think its market is good, yes. 

Q. You mean Kentucky’s market is good? A. I 
think both companies’ markets are good. 

[2024] Q. Are you in a position to tell me whether 
Kentucky’s is better than Tennessee Gas and Transmis¬ 
sion’s? A. I don’t think so. 

Q. So that from that aspect, too, it would appear 
that the subject companies ought to have available to 
them the 3 percent indicated cost of capital? A. If 
they were to finance right now, it might be possible. 

******* 

Q. Mr. Coffman, I show you a tabulation of public 
utility financing second quarter of 1945, as reported in 
the Journal of Land and Public Utility Economics for 
August, 1945, and I would like to have you read into the 
record the natural gas companies that did financing in 
that period, together with the principal amount of the 
financing and the other related data shown in that chart. 
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A. In this report handed to me captioned “Reports and 
Comments, Public Utility Financing, in Second Quarter 
of 1945,” signed by Orville P. Deuel, there are, in Table 
1, captioned “Summary and Analysis of Public Utility 
Long Term Debt Issues Offered Publicly, Second Quarter, 
1945,” three gas companies, namely, Kansas Nebraska 
Natural Gas, First Mortgage Sinking [2025] Fund, prin¬ 
cipal amount, $4,484,000, coupon rate, 3%, issued in April 
of 1945, offering price 106.375, offering yield 2.95 per¬ 
cent. 

Montana Dakota Utilities Company, First Mortgage, 
principal amount, $7,500,000, coupon rate 3 percent, 
offered in April, 1945, at offering price of 102.625, offer¬ 
ing yield 2.83 percent, and the cost to the company, 2.93 
percent. 

Tennessee Gas and Transmission Company, First 
Mortgage, principal amount 35 million dollars, coupon 
rate 3 percent, offered in May, 1945, offering price of 
102.25 percent, offering yield 2.95 percent, and a cost to 
the company of 2.96 percent. 

I believe those are the only natural gas companies 
in the tabulation. 

Mr. Goldberg: I think we better identify Mr. Deuel. 
It appears, does it not, from the tabulation I handed you 
that he is the rate analyst of the Wisconsin Public Serv¬ 
ice Co mm ission? 

The Witness: Yes, it does. 

By Mr. Goldberg : 

Q. Thank you very much. Are you familiar with 
the recent financing of the Northern Natural Gas Com¬ 
pany? A. I don’t believe so. 
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Q. I show you a clipping from the New York Times 
of October 31,1945. Will you give us the similar details 
as [2026] they appear from that clipping, in that financ¬ 
ing? A. In this clipping it shows two serial debenture 
issues, one in the amount of 9 million dollars, with a 
1% percent serial beginning in 1950, and by installments 
of equal amounts of one and a half million dollars run¬ 
ning through 1955, at yields, for the first maturing serial, 
of 1.40 percent, to 1.90 percent for the last serial in 1955, 
and a second group of 16 million dollars of serial deben¬ 
tures, 2%, beginning with a serial due in 1956 at a yield 
of 2.05 percent, in equal serial installments of $1,600,000 
to 1965, when the yield is 2.55 percent. 

Trial Examiner: What is the nature of that clip¬ 
ping? An advertisement? 

The Witness: This is an advertisement put out by 
the syndicate members which must include about 24 dif¬ 
ferent underwriting companies. 

Trial Examiner : Offering those securities for sale, 
are they? 

The Witness: Offering these securities for sale, or 
advertising the securities for sale. The date of the an¬ 
nouncement in the clipping being October 31,1945. 

By Mr. Goldberg: 

Q. I would also like to draw your attention to some 
other recent financing that has taken place in the natural 
gas industry of public utilities, and I put before you 
Moody’s [2027] Cumulative Public Utilities Index to as¬ 
sist you in answering the questions. Are you familiar 
with the financing that Panhandle Eastern Pipeline Com¬ 
pany did recently? A. Yes, I recall that issue. 
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Q. I direct your attention to page 1674 of the 
Moody’s Public Utilities Cumulative Index. Now, it ap¬ 
pears there, doesn’t it, that the Panhandle Eastern Pipe¬ 
line Company arranged with a group of banks headed by 
the New York Trust Company for a 10-year term loan 
of 16 million dollars, which funds are to be applied to the 
redemption of 10 million dollars debenture, 2%, due 1953, 
and six and a quarter million dollars of series A first 
mortgage and first lien bonds which were called for re¬ 
demption on December 28 of last year? A. That is 
correct. 

Q. And you are familiar with that financing? A. 

Yes. 

Q. And you haven’t any reason to doubt the ac¬ 
curacy of the statement that is reported in Moody’s? 
A. No. 

Q. Now, are you familiar with the financing which 
appears described on pages 1871 and 1976 of Moody’s 
Public Utilities Cumulative Index with relation to Pan¬ 
handle Eastern Pipeline Company? A. Yes, this refers 
to a new preferred stock, in which New York Stock Ex¬ 
change has authorized for listing 145,000 [2028] shares 
of 4 percent cumulative $100 par preferred stock, pro¬ 
ceeds of which were applied to redemption of 5.60 per¬ 
cent preferred. 

Q. That appears at page 1871, doesn’t it? A. That 
is correct. 

Q. And at page 1976 we find some further informa¬ 
tion about that issue, do we not? A. Yes. It says that 
the “5.60 percent cumulative preferred entire issue, 
133,215 shares, at $108 per share and dividends, on 
August 16, 1945, Chemical Bank and Trust Company, 
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New York, prepayment offer, shares may be presented 
immediately for payment of the full redemption price.” 
That is page 1976 of Moody’s Cumulative Index. 

Q. Were you familiar with that financing? A. Yes, 
I recall that. 

Q. Can you tell us the price at which the new 4 
percent preferred issue of Panhandle is now selling? 
A. No, I do not know the transaction. 

Q. I show you the quotations for January 4, 1946, 
as they appear on Saturday, January 5,1946, in the New 
York Herald Tribune and ask you to state the bid and 
asked prices reported therein. A. The preferred 4 per¬ 
cent is quoted at 108%. 

Trial Examiner: Quoted? Is that a sale? 

[2029] By Mr. Goldberg: 

Q. That represents an actual transaction, doesn’t 
it? A. That represents an actual transaction of 100, 
shares on January 5 of 1946. 

Q. It has been in the neighborhood of 108% for 
some time, hasn’t it? A. Well, on that date it was. 

Q. It has been around there for some time? A. I 
think that is right. It was down to a low of 106% within 
the month of January. 

Q. Can you calculate for us the yield of that se¬ 
curity based on the information you have from the New 
York Herald Tribune? We have in the neighborhood of 
3.6 percent. A. It would be about 3.68 percent. 

Q. Do you know what kind of a stock that is? It 
is a cumulative preferred, isn’t it? A. It is cumulative 
preferred, except that it was for a refunding purpose, 
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and that is 4 percent cumulative preferred. I can’t tell 
from this record whether there are any other provisions 
attaching to that preferred or not. 

Q. When you say “this record,” you are referring 
to Moody’s Public Utilities Cumulative Index? A. Yes. 
Weekly Cumulative Index. 

Q. May I direct your attention to page 1737 of 
Moody’s Public Utilities Weekly Cumulative Index? Re¬ 
ferring to that [2030] page, information appears thereon 
with respect to the financing of Northern Natural Gas 
Company, which we discussed a few moments ago; isn’t 
that so? A. Yes. 

Q. What does it say there with respect to the nine 
million dollars of debentures that is being offered? A. 
“Debenture 1% and 2% 1950-1965, inclusive, offering 
9 million dollars of debentures 1% due 1950-1955, pur¬ 
chased at 99.219, were reoffered at prices to yield from 
2-40 to 1.90 percent, and 16 million dollars debentures, 
2%, due 1956-1965, inclusive, purchased at 99.404, were 
reoffered at prices to yield 2.05 percent to 2.55 percent, 
according to maturity on October 31 by a syndicate 
headed by Kidder, Peabody & Company in New York,” 
that is page 1737 of the Weekly Cumulative Index of 
Moody’s Public Utilities. 

Q. That corresponds to the information we had 
from the New York Times clipping on the Northern Na¬ 
tural financing? A. That is correct. 

Q. Now, may I direct your attention to page 1839 
of Moody’s Public Utilities Cumulative Index, and ask 
you to state for the record what information appears 
there with respect to financing by Indiana Gas and Water 
Company, Inc? A. “Indiana Gas and Water Company, 
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Inc., $6,000,000 first 3%s Series due 1970, offered at 
102.187, proceeds to company 101.489, on [2031] Sep¬ 
tember 20, 1945, by First Boston Corporation, New 
York,” and below “offered, six million dollars at 102.187, 
proceeds to company 101.489 on September 20, 1945, by 
First Boston Corporation, New York.” That is on page 
1839 of Moody’s Cumulative Weekly Index. 

Q. That is under the date of September 22, 1945, 
isn’t it? A. That is right. 

Q. Did you read for the record Moody’s rating on 
that issue? A. Moody’s rating is BAA. 

Q. What is the corresponding rating of Standard 
and Poors? A. B-l-plus. That is, if we have rated it 
the same as Moody’s. 

Q. Yes. Do you know whether you have or not? 
A. I can’t say at the moment. 

Q. Directing your attention to page 1782 of Moody’S 
Public Utilities Weekly Cumulative Index, will you read 
for the record the information appearing there, under 
date of October 20, 1945, with respect to refinancing by 
Pacific Gas and Electric Company? A. “First and Re¬ 
funding 3, Series N, 1977, offering: 49 million dollars, 
First and Refunding 3s, Series N, due December 1, 1977, 
purchased at 104.7999, with reoffering at 105.30 [2032] 
on October 18,1945, by a syndicate headed by First Bos¬ 
ton Corporation, New York. Moody’s rating, AA.” 

Q. And what is the corresponding rating by Stand¬ 
ard and Poors? A. A-l, if we rated it the same. 

i 

Q. Now, may I ask you to look at page 1778 of the 
same Index, under date of October 20,1945, and read for 
the record the information relating to refinancing by 
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Cincinnati Gas and Electric Company? A. “First 2% 
1975, offering: $45,500,000 first 2%s, due October 1,1975, 
offered at 101, (proceeds to company 100.33991) on Oc¬ 
tober 18 by a syndicate headed by Morgan, Stanley & 
Company, and W. E. Hutton & Company, New York, 
Moody rating, AA.” 

Q. And the corresponding rating for Standard and 
Poors? A. A-l-plus, if we rated it the same. 

Q. Is there any information as to the award of pre¬ 
ferred? A. Preferred awarded October 16, a syndicate 
headed by Morgan, Stanley & Company, and W. E. Hut¬ 
ton & Company, New York, were also awarded 270,000 
shares of $100 par preferred on a bid of $106 per share, 
less compensation of $1.72 per share for a 4 percent divi¬ 
dend rate. 

Q. Directing your attention to page 1861 of the 
same Index, will you read for the record the information 
that appears [2033] there under date of September 12, 
1945, with respect to an offering by Brooklyn Borough 
Gas Company. A. First 3%, 1970, offering: $3,640,000, 
First 3V&s Series due 1970, offered privately at 102.19, 
proceeds to company 101.7489 in September, 1945, by 
Mellon Securities Corporation, Pittsburgh; rating BAA. 

Q. I think we have already given the correspond¬ 
ing rating of Standard and Poors for that. A. Yes, if we 
rated it the same. 

Q. I think in connection with the financing by Pan¬ 
handle Eastern which was reported at pages 1674,1871, 
and 1976,1 had failed to state the date. The information 
at page 1674 is under date of November 28,1945; is that 
right? A. That is correct. 
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Q. And at 1871, it is under date of September 8, 
1945? Is that right? A. That is correct. 

Q. And on page 1976 it is under date of July 
1945; is that right? A. Yes. 

Q. Were you familiar with all these financings that 
we have been going over? A. Yes, I think I was. 

Q. Do you know of any other recent financings that 
we have not covered in this list? [2034] A. I don’t be¬ 
lieve I do. 

Q. In establishing the 3.5 percent, as indicated cost 
of capital for debt of the subject companies on Chart No. 
38 did you establish that rate by analysis of these issues 
that we have been describing for the record? A. Yes, 
we took into consideration those facts and the provisions 
thereof, namely, that a number are smaller issues, but 
of the total listed. Secondly, there are a number which 
are serial bonds, and also that practically all of them are 
for refunding, and it seemed to me that there were cer¬ 
tain factors and peculiarities around some of those 
issues, most of them being, except for the serial deben¬ 
tures, in the 3 percent or a little better bracket, and sell¬ 
ing for some range to the company between about 2[80 
or 2.90 and 3 percent, would indicate that 3 3 /2 percent as 
a judgment figure was a reasonable figure. 

Q. Will you tell us first what type of debt you had 
in mind for the subject companies? A. Well, it was more 
a matter of permanent financing, as against a serial or 
temporary financing. 

Q. Would you call it a small issue or a large 
for the two companies? A. Well, I should think it 
be classified as a larger issue. 
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Q. How would it compare with the Northern Na¬ 
tural Gas [2035] Company financing that we discussed, 
as to size? 

I will show you the clipping from the New York 
Times. A. Well, that is the 9 million dollar and 16 mil¬ 
lion dollar item. 

Q. Yes. A. So far as size is concerned, I think this 
might be considered one of the larger issues, but these 
are serial debentures being issued and serial notes, over 
the period mentioned. 

Q. I don’t think you have described yet in sufficient 
terms the type of debt financing you had in mind here 
to enable us to picture it or understand it. All you say 
here is “debt, 40 percent of total capitalization, 3.50 in¬ 
dicated cost of capital.” A. Well, I have in mind a mort¬ 
gage debt but one which is permanent financing as 
against a temporary serial note financing, which could 
be of a permanent character. Much of the refunding and 
refinancing that is to be done in the last few years, and 
particularly the last 12 months, admittedly taking ad¬ 
vantage of low interest rates for the moment, but look¬ 
ing at it over a period of years, it is doubtful if it can 
continue to exist. 

Q. In other words, you didn’t consider current 
rates, but considered what the rates would be over a 
period of years in the future; is that right? [2036] A. 
Yes; talking on an average, because conditions change 
as is indicated by information that I have already shown. 

Q. And the information you have reflected in your 
exhibit shows a downward trend; isn’t that so ? A. Well, 
going back to your original question, comparing 1930 as 
the first year, downward trend. But if you consider re- 
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cent years, there has been a stabilizing effect which 
would lead me to believe that money rates generally, at 
the moment, are about at their lowest point. 

Q. Do you mean that they are at their lowest point 
not only in relation to the past but as to the future as 
well? A. Well, I would say that interest rates, like other 
elements pertaining to an economy, have cycles, and that 
perhaps the money level at the moment is at about the 
low point of the cycle. 

Q. That isn’t answering the question. 

Q. Do you mean, considering the cycle, that the 
interest rates are as low as they are going to get in the 
future? A. I would be inclined to say that they were 
about as low, unless the Government exercises some 
policy over the markets which will create a lower base. 

Q. Do you have any opinion on what the Govern¬ 
ment may do in that regard? A. No, except that— 

[2037] Q. Are there any indications? A. Except with 
the tremendous Government debt we have got, the Govj 
eminent, I should say, will try to control interest rates 
to the greatest extent. 

Q. Well, then, the indication is downward, rathef 
than upward; isn’t that so? A. No, I would say that if 
there is any move it will tend, generally, to be along thq 
levels that have been established in the last couple of 
years. 

Q. In other words, the Government will try to sta¬ 
bilize it at this low level, at least; isn’t that so? A. ]} 
think that would be the attempt. 
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Q. Now, you have spoken of the Northern Natural 
Gas Company financing as being serial debentures, and 
by that I think you intended to indicate that it isn’t in 
the nature of a permanent financing you had in mind; is 
that right? A. As I used it in my study, yes. 

Q. Is that true of the other financing we have dis¬ 
cussed, Indiana Gas and Water, for example? A. It is 
true of some, and others it isn’t, but where it is not true, 
the rates in each instance, I believe, were higher. 

Q. It is a fact, is it not, that in considering interest 
rates, we should consider them for the same period of 
time that we consider the fixing of the rates? In other 
words, rates [2038] may be fixed for five years in the 
future. By the same token we should consider interest 
rates from the standpoint of cost of capital over that 
period of time, should we not? A. Well, I should think 
that you would have to give money rates the same con¬ 
sideration as you do other aspects of the problem. 

Q. By that do you mean that you would consider 
interest rates for five years in the future, and, corres¬ 
ponding to the period of time for which you were fixing 
rates in the future? A. Well, I think that you have to 
give some study to what the trend has been and what the 
trend is likely to be. 

Q. For that five-year period? A. Well, if that is 
the period. 

Q. Whatever the period may be, in that period, 
however? A. That is right, within reason. 

Q. But it is a fact, is it not, that you didn’t develop 
the 3.5 percent for debt, in the same manner that you 
developed the indicated cost of capital for common 
stock? A. Well, to the extent that in the case of com- 
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mon stock I had made mathematical tests to arrive it 
certain figures, I would say the approach was the same, 
except that in the case of bond rates I considered whit 
had gone on and then tried to figure what I believed tfo 
be a reasonable rate to apply to the bond capital. That is 
3.50, which was a straight judgment figure based upon 
the evidence. 

[2039] Q. In the case of indicated cost of capital fcfr 
bonds, you tried to project yourself into the future, but 
you didn’t do that with respect to common stock; isn’t 
that so? A. I wouldn’t say that, because, as I have 
tried to point out in my cross examination, while yo|i 
are studying the past, and you arrive at certain ratios, 
there is an adjustment continually being made between 
the price of the security, on the one hand, and the rela¬ 
tion of earnings, on the other, and that has indicated 
considerable stability for equity securities. 

Q. Well, isn’t it a fact that your study on the com¬ 
mon stock is a statistical analysis of past performance? 
A. As to relationship, I think that is correct. And that 
relationship has been maintained for a good many years 
in spite of wars and regulation and everything else. 

Q. If you have here 50 percent for bonds and 5|) 
percent for stock and drop the bonds down to 3 percent, 
your overall return requirements for both companies 
would have been less than 7*4 percent, instead of the 
8.24 you show; isn’t that so? A. It would have beep 
8.30. 

Q. What was that? A. The figure would have 
been 8.30 instead of 9.56. 



Q. That differs from the results we have. We ha< 
7.45 percent and 7.20. A. I don’t know. The way ! 
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understood your question, [2040] you were figuring 
something else. 

Q. We had 50 percent bonds and 50 percent com¬ 
mon, and instead of 3 y 2 percent, we used 3 percent. 
A. That is right. 

Q. And we arrived at 7.45 percent instead of 8.54 
and 7.20 instead of 8.24. A. Oh, I see, you are using 
the 1944 figure, then, and not the average for ’40-44. 

Q. That is right. A. I have used the ’40-44 figure. 
That would be 6.45. 

Q. You mean 7.45? A. 7.45, yes. 

Q. Did you give us the 7.20 for the other; is that 
correct? A. 7.20 is correct. 

Q. Instead of 8.24? A. Yes. 

Q. Now, you have indicated in your testimony that 
the Northern Natural financing isn’t a satisfactory 
criterion because it represents serial debentures and not 
permanent financing, and that isn’t the type of financ¬ 
ing you should take into account in your type of study; 
isn’t that so? A. I say I am not sure that conditions 
will exist where that kind of financing can continue over 
a period of time. 

Q. And that is why you feel that in your type of 
study [2041] it shouldn’t be taken into account? A. I 
think that the judgment that I exercised for bonds is a 
longer term representative figure. 

Q. Well, I have your working papers before me in 
support of your investor’s appraisals of over-all capital 
risks, and I notice that you use serial notes of the Lone 
Star Gas Company in the amount of 15 million dollars. 
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in round figures, and on Northern Oklahoma Gas Com¬ 
pany you used the first mortgage installment note. They 
are just two examples. There may be others in here 
where you used the type of financing which you have 
indicated ought not be used in determining your in¬ 
vestor’s appraisal of over-all capital risks. Will you tell 
me why it is all right for you to use it in connection with 
determining investor’s appraisal of over-all capital risks, 
but isn’t all right to use it in connection with determin¬ 
ing the indicated cost of capital for debt for the same 
companies? A. Well, I think that in the work papers I 
have there I included everything that was available up 
to the time that study was made. The reason that these 
other items were not included is because they are sub¬ 
sequent to 1944. 

Q. Well, it wasn’t a question of inclusion or exclu¬ 
sion. My point is that you have given weight in arriv¬ 
ing at the investor’s over-all appraisal of capital risks 
to the type of financing which you say should not be 
accorded weight [2042] in connection with the determi¬ 
nation of the indicated cost of capital for debt of the sub¬ 
ject companies. I want to know why you can do it and 
I can’t do it. A. I don’t think there is any question on | 
that particular point. I am merely observing that myj 
study came up to the end of 1944 because that is the in¬ 
formation that was available to me at the time my study 
was prepared, and my work sheets, I think so show. 
And that evidence at the time I formed the judgment 
would have indicated something on the 3]4 percent 
basis. And I just say, as a matter of judgment, that I 
do not feel confident that over a period of time a serial 
note financing will prove to be the best method of financ- j 
ing for natural gas companies. 
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Q. Am I to understand from your last statement 
that you had not considered the Northern Natural Gas 
financing in connection with reaching your 3.50 percent? 
A. I said I was aware of those financings, but that, ac¬ 
tually, my work papers, having been done quite some 
time ago, included only figures through 1944. 

Q. I wasn’t raising any point that Northern Nat¬ 
ural Gas Company isn’t included in those working 
papers where you determined the appraisal of over-all 
capital risks by the investors. That wasn’t the point I 
was making. The point I was making was this: you 
have indicated that in determining the indicated cost of 
capital for the subject companies, Northern [2043] Nat¬ 
ural Gas Company’s financing is not of a permanent 
character and does not, in your views, satisfy the re¬ 
quirements of an issue being considered to arrive at the 
rate. However, we find that you have considered that 
type of financing in arriving at the investor’s over-all 
capital risks appraisals. A. Yes, wherever such ele¬ 
ments existed, the same as I am aware of these various 
items which you have just cited to me out of Moody’s 
Weekly Cumulative Index and out of the newspapers. 

Q. Then, let’s put it this way. Perhaps we are not 
in agreement on how you reached your 3V 2 percent. Per¬ 
haps I don’t understand it. You based it primarily on 
the Tennessee Gas and Transmission financing; right? 
A. I took that into consideration, yes. 

Q. And we have already agreed that instead of 
31/2 percent, the subject companies might very well be 
able to secure as good terms as Tennessee Gas and 
Transmission did; right? A. That might be, except for 
the observation I already made in connection with Ten- 
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nessee Gas: that that situation arose at a particular 
time, principally under pressure for a particular reason, 
and the capital structure is, in my humble opinion, 
quite different than you would call representative. 

Q. In other words, you feel the capital structure 
leaves [2044] a lot to be desired? A. Well, I think that 
over-all it is unbalanced. I t hink any capital— 

Q. You have spoken of a thin common stock, for 
example. A. For one item. 

Q. Well, those things that you have mentioned 
would seem to indicate the necessity for higher interest 
requirements; isn’t that so? On the part of the in¬ 
vestor ? A. I don’t quite follow you. 

Q. As I get the picture, the factors you have indi¬ 
cated, as setting up Tennessee Gas and Transmission 
in a peculiar light, are factors which would tend to ini 
crease the interest rate; isn’t that so? A. I think on 
average, it will, but at a given moment of time, it might 
not. 

Q. Well, you haven’t any reason to believe that it 
should have not tended to increase the interest rate in 
Tennessee Gas and Transmission’s case; isn’t that so? 
A. I don’t know how you can answer that. All I can say 
is that they floated 35 million dollars of bonds in Teni 
nessee Gas and Transmission at a price, period. 

Q. At less than 3 ] /o, at 3 virtually, or less than 
that? A. Around 3. 

Q. Even though factors existed which tend to in¬ 
crease the interest rate; isn’t that so ? [2045] A. What 
factors? 
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Q. Thin common stock. A. Well, that doesn’t — 
thin common stock doesn’t affect the bondholder partic¬ 
ularly. That affects the common stockholder. The bond¬ 
holder, as long as he thinks he is protected, doesn’t care 
too much about what the common stockholder has. 

Q. Well, you mentioned it in connection with the 
bonds. A. Well, I did merely because I was citing what 
I believed to be an unhappy and an unbalanced capital 
structure. 

Q. Well, then, all of that would seem to indicate 
the necessity for higher interest rates; isn’t that so? I 
thought we had agreed on that. Now you seem to be 
backing away from it A. No, not on the point you are 
talking about at all, because, as I understand your point, 
you are trying to say or at least get me to say that 
because there is a large percent of bonds, that that ought 
to detract from the bond issue. I have never indicated 
that in any statement I have made. Taking a look at 
the over-all capital structure, I think over the long run 
it should be balanced as between bonds and common 
stock for a gas company. I am doubtful whether there 
should be many preferred stocks. There are a few. But 
to have a company like Tennessee Gas, with its preferred 
and common stock, or its preferred and bonds, about 98 
[2046] percent of its total capital structure, to me, just 
doesn’t make sense over the long run, as a matter of 
financing. 

Q. And a company with an unbalanced capital 
structure was able to get less than 3% percent. Yet for 
a company where you set up what is, in your opinion, a 
balanced structure, you say it will require 3% percent; 
isn’t that what it amounts to? A. Yes, and I say that 
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for reasons that I have already indicated, such as in 
Chart 14, in which I show various classifications of 
bonds according to ratings, starting with the very best, 
A-l-Plus, and going down the range of risks to be, which 
shows that an A bond and an A-l bond are ranging 
between about 2.70 and a little over 3 percent or up to 3 
percent and a little over that for B-l-Plus. 

Q. What rating did you conclude that the subject 
companies’ bonds would have? A. Well, that is a little 
difficult to answer until you know what kind of an issue 
they are going to put out and how much, and so forth. 
You have to take a round figure which would seem rea¬ 
sonable. 

I 

Q. Well, aren’t all those things that you had to 
take into account to get at the 3% percent? A. Well, 
yes, and I selected a 3% percent on the basis of what 
seemed to me reasonable for capital structure, 40-60 per¬ 
cent between bonds and stock. 

[2047] Q. What rating did you select for those bonds, 
what rating did you feel they would have? A. I pre¬ 
sumed they would have quite a good rating, but I don’t 
know until you tell me the bond issue. 

Q. A rating or B rating? A. Well, there might be 
some variation. As I say, until I know what the actual 
bonds are, and the provisions of them, maturity dates, 
it is hard to tell. That is the reason 3Y 2 percent is a 
judgment figure and nothing else. 

Q. What did you think the rating would be? You 
must have had some rating in mind. You said you 
thought it would be a good one. A. Yes. 
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Q. Good enough to get A-l-Plus? A. I don’t know 
whether it would or not. I would say it would be A. 

Q. Well, one of the A’s? A. Yes. 

Q. Which rates we find on Chart 14 range from 
2.59 to 2.95? A. That is correct. 

Q. At two points in your testimony on direct, par¬ 
ticularly pages 1663 and 1697, you state that there are 
many intangible factors that go into the equation which 
cannot be statistically analyzed. That is 1663 and 1697. 
The testimony I have reference [2048] to at 1663 begins 
on line 22, where you say that the factors you have con¬ 
sidered cannot be regarded as “all-inclusive” and go on 
to say, on the last line that “there are many intangible 
factors which go into the equation which cannot be sta¬ 
tistically analyzed,” and you repeat the thought on page 
1697, practically the same words. A. That is right. 

Q. You did not mean to imply that these intangi¬ 
ble factors had gone into your equation isn’t that so? 
A. Well, I meant that they could not be reduced to any 
statistical basis such as these nine various items I used 
could be. 

Q. Well, the question is: had they or had they not 
gone into your equations? A. In so far as the tests are 
concerned, the individual tests, no. They could not be 
treated statistically. 

Q. So that your answers to the question: “What 
rate of return?” as given in Chart 39, do not reflect any 
weighting for those factors; isn’t that so? A. Yes, the 
factors that lead to those percents are the ones that are 
included in the prior exhibits. 
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Q. Will you name some of those factors which 
should be weighted in, in answering the question: “What 
rate of return?” which, because of their nature, you 
haven’t been able to include? Would volume of monej 
available for in- [2049] vestment and the opportunity 
for investment be one of them? A. I think that is 
weighted in, but not in a direct manner. In other words, 
investors are in the market all the time and if you azj 
talking about an investor’s ratio or appraisal here, yoji 
are taking into consideration indirectly but not statis¬ 
tically. 


Q. Would probability for rate reduction be one 
A. I think intangibly, again, that is taken in, because, 
as we have discussed several times, the investor con¬ 
siders that as he goes along and if he has any doubt 
about it, the price of the stock or security will go off 
at a given time. 


Q. Perhaps I had better let you name the factors, 
then. I thought I had them in min d, but apparently I 
have not. A. Well, what I am trying to point out in my 
answer—and it seems perfectly reasonable—is that 
mathematically you can show certain things back ojf 
that. There are a number of intangibles that the in¬ 
vestor himself is appraising. I can’t measure those in¬ 
dividually, but he, in making the appraisal of a partic¬ 
ular investment in the market, has considered them ana 
finally it is registered in a price he is willing to pay. In 
so far as that is concerned, it was measured, not directly, 
but as a part of the price he set. It goes for the price 
of the bond. It goes for the price of these bonds you 
have just asked me to discuss, and the rate [2050] at 
which they were issued, the amount the market was 
willing to take. 
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Q. Well, what are these factors that you can’t 
classify statistically? A. They are disclosures, for in¬ 
stance, relating to general business at one time, as af¬ 
fecting the company, as affecting the country. The in¬ 
dividual investors consider all of those, but I can’t put 
each one in a formula. 

Q. Isn’t a probability of a rate reduction one of 
the very factors? Didn’t you say the future of the busi¬ 
ness of a particular company—isn’t the future of the 
business of a particular company affected by the possi¬ 
bility of rate reductions? A. I think I have said if 
there is such a thing and the investor knows about it, 
he is thinking about that when he buys a bond or a 
stock. 

Q. Well, that is one of the factors that can’t be 
weighted in statistically? A. That is right. But it is 
incorporated in the price in so far as the investor can 
give it some weight, but I don’t know exactly what it is. 
But the price registers it. 

Q. You say that if the investor is aware of it, he 
weights it in. Precisely how, you are unable to say sta¬ 
tistically; right? A. I can’t say how much weight he 
gives it. But he con- [2051] aiders it. 

Q. If he isn’t aware, however, of those factors, 
such as the probability of a rate reduction, then, of 
course, he hasn’t weighted it in, and you wouldn’t have 
weighted it in, either, having accepted the investor’s 
appraisal; isn’t that right? A. On a given company? 

Q. Yes. A. And yet by the very statement that 
you had me read, by one analyst, who said that certain 
companies were vulnerable for certain reasons, they 
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might be subject to a rate reduction, he has read that 
like I did and like the analyst in our shop who wrote it. 

Q. Well, some investors, I imagine, have not read 
that Standard and Poor’s Bulletin that I had you read 
into the record. Now, those investors may fail to give 
weight to that factor, isn’t that so? A. That is so, b|it 
some of the prominent investors, however, do get our 
services, and they have quite a bit to say about what is 
invested in the market. Not that we sell all of the in¬ 
vestors, but we sell a lot. 

Q. At least you like to think so? A. Well, as to 
banks, and investment trusts and insurance companies, 
we know so. 

Q. Generally speaking, do you consider the natural 
gas [2052] industry securities as well seasoned as elec¬ 
tric utility securities? A. I wouldn’t say so, generally. 

Q. Would you say that one of the processes of the 
seasoning of natural gas securities is the investigation 
of natural gas companies by regulatory authorities and 
the el imin ation from their rate bases or capital struc¬ 
tures of water, inflation? A. Well, I think the regula¬ 
tion is going to take place, surely, and investigation. 

Q. Well, I mean, it is a seasoning process, the reg¬ 
ulation and investigation of natural gas companies, their 
rate structures, by regulatory authorities, seasons the 
securities of those companies; isn’t that so? A. Well, I 
think so, as I understand your “seasoning” statement. 

Q. That is as conservatively financed companies 
withstand, shall we say, the rigors of regulation and are 
proven sound, the investor’s confidence in them ip- 
creases; isn’t that so? A. Well, now, which utilities 
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are you talking about there? I mean an electric operat¬ 
ing company is different than a gas company. 

Q. Well, let’s take the gas companies, which, of 
course, are our principal concern here. [2053] A. Well, 
in the gas companies, I think the seasoning, even with 
all your regulation, will still have certain difficulties 
connected with the cause of the depleting assets, and so 
forth, so far as the investor is concerned. 

Q. However, it is a fact, isn’t it, that despite what 
you are saying, that as these conservatively financed 
companies are examined into by regulatory authorities, 
and are proven sound—their depreciation policies are 
proven and the rates set—public confidence in those com¬ 
panies increases; isn’t that so? A. It may or may not. 
What I wish to indicate is that after these things have 
been done by the Commission, at least the investor on 
each company will know what the situation is for at 
least such period as the particular decision under regu¬ 
lation existed. And to that extent I say it is more sea¬ 
soned than it was up until such determination was made. 

Q. And the investor’s confidence in that company 
will be increased? It has been through the mill, as it 
were, and the investor knows that the Commission has 
said, “This is an appropriate depreciation reserve and 
you can look at that with considerable confidence,” and 
look at other things that the company does with con¬ 
siderable confidence, because the Commission has ap¬ 
proved it? All those increase his confidence for that 
period of time when you say the decision will exist, in 
the company; isn’t that so? [2054] A. Well that is 
so. But within certain limits. 
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Q. Well, all that tends to work for lower earnings 
price ratios? A. It may over a period of years. As yet 
I say that investor doesn’t show any indications of hav¬ 
ing that confidence. 

-* • * » • « • i 

[2055] Q. This morning, Mr. Coffman, in connection, 
with our discussion of the recent financing that had 
taken place in the utility field, in appraising their use¬ 
fulness of criteria in this case, I think you mentioned 
the criteria of the size of the issue. Is that right? 
A. Yes. I mentioned the size and the relation to the 
overall requirements. 

Q. You testified in a proceeding before the Federal 
Power Commission some time ago involving the Pan¬ 
handle Eastern Pipe Line Company, isn’t that so? 
A. Yes, I did. 

Q. Do you recall in that case that you testified 
that size is not a predominant factor in the investor’s 
mind? A. I believe that I said something of that sort, 
but that doesn’t bear upon the question we were dis¬ 
cussing. 

Q. Well, in what connection were you using size 
at that time? A. Well, I don’t know. I would have to 
review the testimony. 

[2056] Q. Well, I don’t have the record with me at 
the moment, so I am handicapped a little bit, but I can 
say further, you proceeded to state that the investor’s 
interest in the potential earning capacity of the com¬ 
pany was important, and if the small company has the 
greater potentiality, the investor would prefer the 
smaller company, other things being equal. Does that 
help you recollect? A. I think I, generally, recollect the 
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situation. If I recall correctly, there, I was making the 
comparisons between earnings trend on the one hand, 
and a particular security in which I would say that 
size, as such, as well as the size of the firm, is not pre¬ 
dominant. You consider the trend of earnings and the 
security. This morning I was trying to make the point 
that if you have the capital requirement of so much, 
as was the case in Tennessee, then, to look at the pro¬ 
portion that is in bonds, the portion in preferred and 
common, does have some bearing as to the relative pro¬ 
portion. I was talking about the size of debt in com¬ 
parison with the overall capital requirement. 

Q. I thought you had been using size in the sense 
of the recent financing that had taken place as such. 
A. I have that in mind, also, for a particular issue. 
Obviously, as some of these companies that we discussed 
this morning, there were various sizes of issues from a 
million dollars up to, as I remember, one of 35 million. 
That, again, [2057] in and of itself, is one consideration. 
But, then, it should be related to the full requirement 
as would be the case in Tennessee. 

Q. Before we recessed at noon, you had indicated 
that it was your opinion that the investor had not yet 
reflected a rising degree of confidence in regard to the 
seasoning processing—as a result of the seasoning 
processing going on through the regulation of the 
natural gas industry. Do you recall that statement? 
A. I remember our general discussion. 

Q. It is a fact that the process of seasoning in the 
natural gas industry is presently going on? A. Yes. 
I think I may comment that it has been going on since 
1938, so we have some evidence, already, on certain of 
the companies. That hasn’t changed the overall ratio. 
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Q. It is true, isn’t it, that the great majority of 
the securities of the natural gas industry, is owned by 
institutional investors? A. I think there is a fair per¬ 
centage, yes. 

Q. Well, I don’t know whether fair percentage is 
the same as great majority. If it is, I will accept it. 
A. Well, when you talk about institutions, are you talk¬ 
ing about another company? 

Q. Well, insurance companies, foundations, hold¬ 
ing companies. [2058] A. I would say a good per¬ 
centage is owned by such institutions. 

Q. Now, would you say that the great majority 
of the securities of the natural gas industries are owned 
by such institutions? A. I am not sure that I would 
if you 'are eliminating from that holding companies. 

Q. I didn’t A. Well, then, I would agree, if they 
are included with institutions. 

Q. Yes. A. All right. 

Q. And, would you say that the institutional in¬ 
vestor is better informed about the hazards of the 
natural gas industry than most other investors? 
A. Well, I would say he is equally well informed, 
whether he is much better, I can’t form much of 
judgment on that. The large institutional buyer con¬ 
sider the same type of facts and any additional facts 
that he can get 

Q. Isn’t he better equipped to get the facts and tc!> 
appraise them than the ordinary investor? A. In s4 
far as they have finance departments or statistical de¬ 
partments and can do their own work as against an in¬ 
dividual who— 
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Q. For example, the Rockefeller Foundation might 
know [2059] more than I would know? A. They have 
the facilities. 

Q. That is the point I was making. The institu¬ 
tional investors hold their securities over a long period 
of time? A. I would say that is true. 

Q. So that the market is made, for the most part, 
by the non-institutional investors, isn’t that right? 
A. Well, there, it depends upon the market you are talk¬ 
ing about. If you are talking day-to-day market, New 
York Stock Exchange and Curb and so forth, if you 
are talking about the market as to the time of financing 
and so on, I think everyone is in the market unless it 
is a private transaction. 

Q. On the common stock that you have reflected 
in Exhibit 84, does that reflect a day-to-day market or 
averages? A. That’s the average of the annual figures. 
There, again, on that, you have got to distinguish be¬ 
cause of institutional buyers. 

Q. So, non-institutional investments make the 
market? A. If you are talking about daily trading I 
would say that, generally, was true. But, when you are 
talking about the market, again, you are talking about 
buyers. 

Q. You just said institutional investors aren’t 
buying common stock. That was made without regard 
to day-to-day trading? [2060] A. If a new issue comes 
out, there are other institutions such as investment 
trusts that might be in the market, but, not in the 
market of the New York Stock Exchange. They may 
buy a portion of it or all of it on a private sale. 
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Trial Examiner : Those transactions wouldn’t be 
directly reflected in your figures? 

The Witness : I beg your pardon? 

Trial Examiner: Those transactions wouldn’t be 
directly affected in your figures? 

The Witness: No, unless it were a private sale, 
then, we have the information and we so note it. It 
wouldn’t be computed in the averages in my figures. 

By Mr. Goldberg: 

Q. According to your Chart 15, less than 1 per¬ 
cent was common stock? Isn’t that so? For the period 
you show on the common stock, 1944 to 1945, inclusive, 
it was represented by less than 1 percent, isn’t that 
so? A. The percent of common stock to the total is 
less than I percent, but, there again, I would like to 
point out that the common stock where offer is made, 
where as much of the debt which is included in the 
total against which the percentage is calculated, those 
are refunding issues. That is not new financing. 

Q. I wasn’t talking about the refinancing issues 
of bonds. I was only concerned with the common sto^k. 
[2061] A. I mean the percent you talk about is to 
total including bonds, preferred stock, common. 

Q. That was the situation? A. Oh, yes. 

Q. Whatever the proportion is, that was the situa¬ 
tion that existed? A. That is right. I merely want to 
observe that much of it, on the debt portion, is refund¬ 
ing. 

Q. Some of the issues, among the 19 companies 
that you have used are quite closely held, isn’t that do? 
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A. Looking at securities overall, bonds, preferred, com¬ 
mon stock. 

Q. Let’s take co mm on stock, first. A. Common 
stock, yes. 

Q. And the trading in them might be in a rather 
thin volume, isn’t that so? A. Well, as I remember it, 
I made a tabulation for the trading in 1944 on the 19 
companies, and I th ink it totalled somewhere in the 
neighborhood of 35 or 40 million dollars which, to me, 
is quite a substantial sum. 

Q. What percentage of the securities of the 19 
companies of the co mm on stock did it represent? 

The Witness: Would you read that question, please? 

(Question read.) 

A. Well, I can’t give you that percent offhand. I 
[2062] think I could calculate that 

Q. Was that $35,000,000 market value or par 
value? A. That is market value. In other words, num¬ 
ber of shares traded times market price indicate 
$35,000,000 to $40,000,000, as I remember it, turned over. 

Q. That was for the 19 companies? A. Yes. 

Q. But you made no attempt to relate that 
$35,000,000 to the total amount of the common stock 
of the 19 companies, did you? A. No. That is right. 

Q. That would be a very small percentage, overall, 
wouldn’t it? A. Based to a market value appraisal of 
all common of the companies. 

Q. Yes. A. Well— 
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Q. It wouldn’t even be as high as 10 percent, would 
it? A. I don’t know that I can answer that. I can’t 
answer that question at the moment. I would have to 
analyze the figures to calculate the percent 

Q. You testified in the Interstate Natural Gas 
Company rate case before the Federal Power Commis¬ 
sion, didn’t you? A. Yes. I did. 


Q. You recall that in that case the entire out 
standing [2063] capitalization of the company was 
common stock, and it was very closely held? A. Ye 
I remember. 


Q. And, do you know that 90 percent of the capital 
stock of that company is held by six large institutional 
holders of which the Rockefeller interests are the prin¬ 
cipal holders? A. I believe that is correct. 


Q. And, they held the stock in 1941,1 t hink , when 
you testified, isn’t that your recollection? A. Yes, 
believe so. 


Q. Do you recall that in your exhibit in that case, 
No. 101, you reflected volume of sales for the period 
1930 to 1942 for that Interstate common stock and it 
was about 1 percent a year in that period of time? 
A. Well, I don’t remember the figures. I remember I 
covered the subject. I would have to go on what you 
say. 

Q. Will you please check that? The reference in 
the exhibit was Section VI, page 1. A. Section VI? 

Q. Yes, page 1 of Exhibit 101. Assuming my in¬ 
formation is correct, that it was about 1 percent a year, 
do you know whether the sales have become any brisker 
during the last three years? A. I couldn’t answer that. 
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)[2064] Q. You can’t answer that? A. No. 

Q. Do you have any reason to believe that they 
have? A. I don’t know at the moment. 

Q. Well, whatever volume of the sales or the 
volume of the sales of the other 18 companies that you 
have shown in Exhi bit 84—you have used the average 
of the high and low price and multiplied that average 
by the total number of shares outstanding to get your 
market value of the common stock shown in Exhibit 84, 
is that right? A. That is correct. Yes. 

Q. You haven’t included, have you, the companies 
in the natural gas industry whose securities are not in 
the hands of the general public in Exhibit 84? A. That 
has not been included. 

Q. And the securities of the Kentucky-West Vir¬ 
ginia Gas Company and the Pittsburgh-West Virginia 
Gas Company are not publicly held? That is, the com¬ 
mon stock? A. That is right. 

Q. My associate informs me it is not only the 
common stock, but all the securities are privately held. 
Is that your information? A. Well, some of the bonds 
are held by other companies. 

Q. But not in the hands of the general public? 
A. No. 

'[2065] Q. Well, when you think of regulated public 
utilities, what aspect of the regulation of those utilities 
would you say naturally pops into the investor’s mind? 

The Witness: Read that, please. 

(Question read.) 



Paul B. Coffman — Cross. 


467 


Q. I have in mind the matter of the regulation of 
rates. Isn’t that what he usually thinks of first 
A. Well, which comes first and second, I think a mi 
usually is considering all the facts in regard to an 
vestment that is available, whether he always st: 
with the regulations, I don’t know whether it is first 
second. 


an 

ifi- 


tarts 


Or 


Q. At least, when he thinks of earnings he verjy 
shortly thinks about the regulation .of the rated? 
A. Yes. 


Q. The investor knows that the regulated utility 
is limited in its earnings that it may make over the 
long run, isn’t that so? A. There is a restriction placed 
upon earnings. 

Q. He likewise knows that in most instances, the 
nature of the business is such that the hazards of com¬ 
petition are minimized so that the earnings of a return 
on securities is more nearly certain? A. Well, it de¬ 
pends on how much you stress the limitation of coni- 
petition. Certainly, a company in the [2066] utility field 
has certain franchises. There are still other things that 
have to be taken into consideration. 

Q. You will note that I very carefully said thajt 
in regulated businesses, the hazards of competition are 
minimized. I didn’t say excluded entirely, so that the 
return on his security is more nearly certain. A. Well, 
the latter, I am not so sure how he feels about the cerj- 
tainty of the earnings, because even though the utility 
may be entitled to earn a certain percent, there is nb 
guarantee by the Commission or anyone else that their 
will earn that. 
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Q. That may be so, but your figures reflect the 
stability of the earnings in the regulated fields, don’t 
they? A. Up to the present, I think so. 

Q. That would indicate that the investor would 
react this way? That is, he would feel that the earn¬ 
ings of a return on its securities are more nearly cer¬ 
tain? A. I don’t think it indicates certainty so much 
as perhaps a fluctuation aside from things that the Com¬ 
mission itself cannot control. 

Q. Less fluctuation and more stability? A. It 
would tend to be that way with other elements being 
taken into consideration, business conditions, war con¬ 
ditions, etcetera. 

Q. Comparing it with competitive industry, all 
other [2067] things being equal, the investor believes 
his earnings, his return on securities of the regulated 
company will fluctuate less and tend to be more stable? 
Putting it that way, won’t you agree? A. I would 
say it would tend to be more stable, yes, sir. 

Q. Securities in the public utility regulated field 
tend to move in a narrower range of market prices than 
do the securities of industrials or other unregulated 
enterprises? A. Well, as you make that statement, I 
won’t agree with that. 

Q. What in the statement that I have made causes 
you to disagree with it? A. Well, in this respect, if 
you classify industrial securities in contrast to utilities 
securities, according to those with good managements, 
good operating return, on the whole, they don’t fluctuate 
so widely either over a period of time because of com¬ 
petitive factors. In other words, competition in those 
industries can be as effective as regulations. 
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Q. In stating the reason why you find you can’t 
categorically state yes to my question, I note that you 
undertake to break the industrial or unregulated field 
into good, bad, or indifferent. You mentioned only good, 
but you are definitely making the segregation. I was 
[2068] talking, generally, in terms of the overall regu¬ 
lated industry as against the overall unregulated ih- 
dustry. Approaching the subject from that standpoint, 
without making this breakdown that you have attempted 
to make, I think you can agree with me that in thle 
public utilities regulated field, securities tend to move 
in a narrower range of market prices than do those in 
.the industrial or unregulated enterprises? A. I feel 
such a statement as that is bordering upon the ridiculous 
because you are including the most extreme examples. 

Q. Haven’t you done that in Exhibit 84? A. I don’t 
think so. 

Q. Haven’t you included the extremes in both ends 
and averaged them out and taken the position that that 
is what you must do to reflect an accurate picture}. 
A. I don’t think so. I have 19 companies and nine tests 
to bring them as close to comparison as you can. 

Q. In doing that, in taking all of that information, 
you have the highs and the lows, the extremes at both 
ends, and you have averaged them out, isn’t that so? 
A. Except that I have made my various calculations on 
each of the tests according to the number of companies 
that fit closest to the given situation. 

Q. But you have done exactly what you now 
acterize as ridiculous? Isn’t that so? [2069] A. 
so far as all companies are concerned, of the 19,1 
included them all and then tabulated them out statis- 
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ticafly. The only point I am making, when you compare 
that situation with all industries, you are taking into 
consideration all companies with no tests for compara¬ 
bility. 

Q. If you had the securities of 100 natural gas 
companies in which there had been trading, you would 
have included all of them according to your testimony? 
A. But then I would have applied the nine tests and cer¬ 
tain companies would have been eliminated for lack of 
comparability. 

Q. Are you saying that your nine tests eliminate 
all of these extremes? A. No. What it does is bring into 
each comparison those particular situations which are 
closest to the subject companies. 

Q. Which comparisons reflect these extremes 
which you now characterize as ridiculous? Isn’t that so? 
A. I don’t think it is so. Perhaps I can expand the an¬ 
swer so you will understand why I believe my answer is 
logical. Before you get down to these companies, there 
was a long list of companies in the utility field. All the 
companies upon which there was any knowledge that I 
had access to. Then I followed a procedure which is in 
some [2070] of the papers I think you have requested to 
eliminate certain companies, namely, where information 
was not available or where there were losses or for some 
other reason. Finally, by that process of elimination, 
you come down to some companies and you get the 19 
companies. There has been a process of elimination al¬ 
ready operative which has not been done when you say 
you take all non-regulated industries overall. So, I think 
my statement is exact. 
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Q. How many companies did you have to start 
with for your Exhibit 84? A. Well— 

Q. You ended up with 19. How many did you start 
with? A. I can’t recall offhand. I think you requested 
the work papers, so you should know. 

Q. You have done this and I imagine you should 
know. What do you recollect about it? How many com¬ 
panies do you have? A. I can’t tell you how many now 
because I don’t recall the figure. I think you have tfie 
document here some place. I believe you asked for it 

Q. We have here your working papers on investors’ 
appraisal of overall capital risks. I am very happy to 
hand it to you if it will help you answer the question. 
A. No. This book is not the table that I referred to. 
This is the one that has merely the supporting data 
[2071] for the 19 companies. 

Q. That’s the only thing we have. A. I thought 
you had requested another table. 

Q. No. That’s the only thing we requested. That 
is what we have. A. I am sorry. 


Q. I am sorry this doesn’t give you the answer. 
During a period of extraordinary profit making, utilities 
securities prices do not fluctuate upward so far as tile 
prices of other enterprises, speaking generally arid 
overall? 


The Witness: Will you read that question, please? 
(Question read.) 

A. Well, I would think that, generally, was true. 
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Q. And, what you have stated is generally true 
because the investor knows that in the regulated field 
extraordinarily high profits cannot persist and continue 
to multiply, isn’t that so? A. I think that has a bearing 
upon it. 

Q. In other words, he knows there may be a lag 
in the regulatory process, but, eventually, the regula¬ 
tory process will see to it that it will not continue? 
A. He feels that may be the development. 

Q. And those factors which hold back the market 
price of the security of the regulated company have the 
complimentary effect of producing a high earning price 
ratio in [2072] those securities, isn’t that so? A. Not 
as you say it because your price will still be related to 
your earnings, and the only time what you say is true 
is in this interim period when there may be a discrepancy 
between the present earnings and what new regulations 
mi g ht produce. 

Q. Well, would this be true? When you use those 
earnings price ratio as criteria, aren’t you, in effect, say¬ 
ing that earnin g s should continue at the level at which 
they presently are? A. No. I am saying that the rela¬ 
tionship which exists is the risk as the investor sees it. 
It is still shown in Chart 17. In other words, there is still 
this relationship between earnings and prices, and that 
isn’t what I think. That is what the market shows. 

Q. Yes. A. That relationship continues to exist 
and, notwithstanding regulation, or what the Federal 
Power Commission has done in the past. 

Q. It reflects what has happened in the past? 
A. It shows, since 1938, for instance, in natural gas com- 
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panies with the regulation that has taken place, the ratio 
shows what it shows. There has been regulation by quite 
a few of the companies. 

Q. And it shows what it shows for the past? 
[2073] A. There have been a number of years in which 
it existed, so there must be some relationship to risk 
which the investor is trying to determine in his o 
mind and so classify it. 

Q. When is this interim period? A. From 1936 
to 1944. And, in the case of gas companies from 1938 
through 1944. So, if that is an interim period, we will 
call it an interim period. It is six years. 

j 

Q. Do you think it is? A. Well, it is the experience 
we have got up to date. There hasn’t been any change 
in the ratio. 

Q. The regulatory process is still going on? Ai 
That is correct. 

I 

Q. I would like to, if I can, hypothetically illustrate 
how your method operates. Let us say than an investor 
desirous of receiving an 8 percent return on an invest^ 
ment in common stock, buys a share of common stock 
with absolute prospect of earning and paying a dividend 
of $8 a share, no doubt about it. How much would he 
pay for that stock? A. I don’t know what he would pay 
on that basis. You are talking about dividends. 

Q. He certainly would pay $100 a share, wouldn’tl 
he? A. Well, he might or he might not. I don’t know. 
If you limit it right to that given time, all the assurances 
along with it— 
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[2074] Q. I said absolute prospects; be would pay $100 
a share under those circumstances, wouldn’t he? A. I 
think he might. 

Q. You used the subjunctive, “might.” Where he 
has absolute prospects, beyond doubt of the company’s 
naming it and receiving it in dividends, he more than 
“mi g ht” pay it, he “would” pay $100 a share? I don’t 
know when he would if he wouldn’t do it under those 
circumstances. A. Maybe other things were showing 
10 percent, he might go into that. He doesn’t have to go 
into the utility industry at all if General Motors is pay¬ 
ing $10 a share. He might take some of General Motors, 
and not this hypothetical case. 

Q. Do you think the absolute prospect of earnings 
and paying a dividend are the general run of things? 
A. I wouldn’t say that they are the general run, not even 
in the utility business. 

Q. But, to eliminate the factors that you keep 
speaking about, I included in the hypothesis the absolute 
prospects. A. Well, Mr. Goldberg, I don’t want to be 
finicky, but all I am trying to point out is, at that same 
time, if there are other avenues of investment which are 
comparable, but had a higher percent, I think the inves¬ 
tor might take a look at these other situations. That is 
the way the investor operates. 

[2075] Q. I will modify the question to this extent: 
This investor is convinced that he doesn’t want to have 
anything to do with other securities. He wants only a 
utility security. And, in the utility security, there is this 
absolute prospect of earning and paying a dividend of $8 
a share. Under those circumstances, would you agree he 
would pay $100 a share? He isn’t attracted by other 
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things. He is a very foolish investor. A. You are talk¬ 
ing about common stock. These figures on common stock 
show a higher earnings price ratio. 


Q. This is only a hypothesis. I haven’t related it 
to any figures in your exhibit. I merely said we have an 
investor. He wants to buy a utilities security. Nothing 
else. He wants to receive an 8 percent return on his in¬ 
vestment in common stock, so he buys a share of com¬ 
mon stock where he has absolute prospect of earning 
and paying a dividend of $8 a share. Wouldn’t he be 
willing to pay $100 a share for that stock? A. I think 
that, overall, he might. But, in the figures that I have 
shown, tabulating what the investor does, the overall 
investor’s appraisal, considering all forms of security, 
shows higher than that. So, when you talk about cont- 
mon stock, I am still not prepared to say he might tako 
it because it depends upon bonds and so forth. 

Q. In this hypothetical question I told you whajt 
he [2076] wants to do. Wanting to do that, wouldn’t he 
pay $100 a share? A. He wants 8 percent flat, regard¬ 
less of the security, or anything else? 

Q. That is right. A. If he wanted it, he could 
get it. 

Q. And he would pay the $100 a share because he 
wants $8, and he is going to get $8? A. If that is the 
situation, that is right. 

Q. In that instance, the earning price ratio woul<I 
be 8 percent, is that right? A. That is correct. 

Q. Now, this same investor, some time after that, 
has some more money to invest, and he still has a rep 
quirement of 8 percent. When he goes out into the mar- 
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ket, he finds that the earnings of the same enterprise for 
the immediate year are abnormally high, and that in¬ 
stead of paying the usual dividend of 8 percent, it will 
pay 18 percent. And, under those circumstances, the 
prospect of earning and paying the $18 Eire absolutely 
certain. What would he be willing to pay for that 
security? A. Well, it would be about $200 some odd. 

Q. What would the earnings price ratio be under 
that circumstance? A. It would be 8 percent. 

[2077] Q. Now, have you assumed, in your problem— 
in your answer, that he would be willing to pay $200, 
that he is going to get the $18 for more than one year? 
A. Well, going back for a minute to get the figure 
straight on the $18, you would figure out the 8 percent 
he certainly wants to get and can get. That would be 
$225 a share. Then, you ask what the earnings price 
ratio is of the 8 percent. In other words, it is the same 
group of figures. 

Q. No, I think the facts are slightly confused. In 
our first question, he wanted $8. He was absolutely cer¬ 
tain of earning and getting it. Under those circum¬ 
stances, he was willing to pay $100 a share. We are 
agreed on that. 

Now, he has some more money at a later date. He 
goes back out into the market and his requirement is 
still 8 percent. But, when he goes out there in the mar¬ 
ket, he finds that the earnings of the company in which 
he already invested are abnormally high, and instead of 
the $8 dividend for that year, it is going to $18. He can 
get the $18. There is no question about it. A. Well, the 
question is— 
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Q. Thereafter, he is going to get $8. A. At what 
price does he get that share of stock? 

Q. What would he be willing to pay for it? A. The 
going market, regardless of what his percent [2078] is, 
whatever it is. 

Q. Well, on the basis of his 8 percent requirement 
and the fact that year he will get $18, but just for tha|t 
year, isn’t it possible for you to tell me what he woulil 
be willing to pay? A. I don’t think so. All the othet 
investors are appraising the $18, whether that maintain^ 
at one rate or not, I don’t know. He just becomes a cus¬ 
tomer in the market. Presumably he will pay any price 
he has to so long as it doesn’t go below his 8 percent that 

he is after. If he does, he will let the stock alone. 

• 

Q. What is the highest price he would be w illin g 
to pay? 

Trial Examiner : To get a return of 8 percent. 

Q. On the facts that I have given, his requirement 
is 8 percent. He is going to get 18 that year. Thereafter, 
he will continue to get 8. What is the highest price he 
is willing to pay? A. How can I answer that question? 
He is going to get it for one year, whatever the going 
rate is at the time. That is what he will pay. It will be 
what the market is, not his idea. 

Q. Doesn’t the investor have to make up his ow^ 
mind as to what he is willing to pay? A. Sure, base4 
upon all the judgment before him about [2079] the facts 
of the company, what the market price is, and what he 
has in mind to get, plus the fact of the duration. Nowj 
you are telling me the $18 is there for one year? 

Q. Yes. 
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Now, you told me as to the first hypothesis where 
he wanted $8 and he was going to get $8, he would be 
willing to pay $100 a share. A. The $8 was assured 
right along. 

Trial Examiner: Year after year. 

The Witness: Yes. 

By Mr. Goldberg: 

Q. And so it is here, only the $8 has changed for 
one year. For one year he is going to reap a very high 
profit. A. I don’t know what the price would be. 

Trial Examiner: He wants to know how much more 
he would pay to get the $10 for one year. 

The Witness: I can’t answer it. I don’t know. 

By Mr. Goldberg: 

Q. I thought the answer would be readily forth¬ 
coming that it is about $110. A. Why? 

Q. As I see it, he is only going to get it for one 
year. Discounting that fact, why shouldn’t he be willing 
to pay $110? [2080] A. I don’t think he should pay 
anything. There is the hazard. 

Q. There is no hazard. He is going to get it. 
A. He is going to get the stock. He may not be able to 
sell it. When you get the share of stock, to get the $18, 
you have to hold the stock. When the price in the market 
changes around again, you may have to sell that stock. 

Q. You are introducing a lot of hypotheses that 
haven’t existed in my problem. That’s what is giving 
you all the trouble. A. The practicality is giving me 
the trouble. 
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Q. Let us not worry about the practicality. I think 
you realize, and I think you should realize from the ex¬ 
perience you have had in this field, that you can answer 
the question without introducing any other factors! Of 
course, by introducing other factors, you can escape the 
answer. I will give you the hypothesis again. A. I un¬ 
derstand it. 

Q. Those are the only facts you are to take into 
account. A. I don’t know what the price is, then. 

Q. Well, that’s your answer then? That is your 
answer? A. That is my answer. 

Q. On the basis of the qualifications you put into 
[2081] this case, your answer is that you cannot answer 
the question, is that right? A. As you stated the hy¬ 
pothesis, yes. 

Q. As I have stated it? A. That is correct. 


[2082] Cross Examination. 

By Mr. Sharfman: 

Q. Mr. Coffman, in answer to a question by [Mr 
Goldberg as to the matter of the holding of the securi¬ 
ties of the subject companies, I believe you said some¬ 
thing about the bonds being held privately. Did you 
intend to say that or did I misunderstand you? A. No. 
What I intended to say was in the case, to particularize 
the companies, the Kentucky West Virginia Gas Com¬ 
pany, 60 percent of the common shares are held by Phila¬ 
delphia company, and 40 percent by Louisville Gas or 
40,000 shares. The first, preferred, is all owned by 
Louisville Gas and Electric, and the second preferred 
by the Philadelphia company. In the case of the Ken¬ 
tucky and West Virginia— 
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Q. I believe you said Kentucky and West Virginia. 
You are talking about Pittsburgh and West Virginia. 
A. I mean Pittsburgh and West Virginia. That is 
right. There is a capital of $8,000,000 outstanding and 
no bonds. All of the stock is owned by the Philadelphia 
company. 

Q. Well, then, you had no reference to bonds pre¬ 
viously? A. No reference to bonds, that is right. 

Q. Mr. Coffman, I direct your attention to page 
1659 [2083] of the transcript, your direct testimony, 

linp 18 and following. You said: 

“Furthermore, on the same basis, investors 
consider the risk attached to natural gas companies 
to be greater than for manufactured and mixed gas 
companies, and investors’ appraisal was also made 
on common stocks of gas companies in order to 
. ascertain the return demanded by investors on 
equity capital as distinguished from overall capi¬ 
tal.” 

Are you familiar with the publications issued by Stand¬ 
ard and Poor’s, entitled “Industry Surveys, Utilities”? 
A. Yes. I am. 

Q. Are you familiar with the publication issued on 
January 4,1946? A. Well, I don’t know whether I have 
seen exactly what you are referring to, but I receive 
copies of those documents as published. 

Q. I direct your attention to Page Ul-3 of the 
issue of January 4, 1946. A. Yes, sir. 

Q. And I ask you to direct your attention to the 
portion of the page relating to natural gas companies, 
and I will ask you to read into the record the two para¬ 
graphs relating to natural gas companies. A. On page 
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Ul-3 in Industry Surveys, Utilities, dated [2084] Janu¬ 
ary 4, 1946, published by Standard and Poors, the two 
paragraphs referred to read as follows: 

“Natural Gas —Aided by the opening up of 
new markets and the extension of facilities, com¬ 
panies in this division are expected to show a high 
level of revenues in 1946. Projected plant expand 
sion will enlarge the pipe line capacity of the indus¬ 
try by nearly 5,000 miles at a cost of some $120 
million and increase daily transmitting capacity by 
400 million cu. ft. A large part of the necessary 
funds can be provided from corporate cash without 
recourse to new financing. 

“Costs are more stable and adjustable than for 
the average utility company, and, because of tax 
relief, a moderate gain in profits is anticipated for 
the current year, despite the likelihood of rate cubs 
and other benefits to consumers. Dividends for 
1945 on a majority of the equity issues approxi¬ 
mated the amounts paid in 1944, and continued 
liberal payments are indicated for 1946. The shared 
of the better situated companies are attractive fob 
the satisfactory yields from well-protected divi¬ 
dends, and because of the further growth prospects 
of the industry.” 

Q. Now, may I ask you, Mr. Coffman, if you would 
read the section on manufactured gas, will you read tha t 
into the record if it is not too much trouble? [20851 
A. On the same page, in the same publication; 

“Manufactured Gas — Operating results or 
manufactured gas companies vary widely, depend¬ 
ing upon the economic features of the service area. 
Companies serving highly industrialized areas will 
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undoubtedly show a decline in revenues and earn¬ 
ings over coming months, in view of the tapering 
off in manufacturing activity from the high base 
of 1945, and the time lag in resuming large scale 
production of normal peacetime products. In prac¬ 
tically all cases, costs have risen considerably which 
tends to restrict the ratio of gross carried down to 
net. The long-term outlook for the industry in gen¬ 
eral is hampered by restricted sales expansion po¬ 
tentialities, which would normally absorb increased 
fuel and labor costs. Thus, most securities of this 
industry lack appeal.” 

Q. Now, in the light of this test, Mr. Coffman, 
would you make any amendment or any modification as 
to the comparative risks of manufactured and mixed 
gas companies and natural gas companies? A. I don’t 
believe so for the reason that in my testimony on page 
1659, where I am discussing risk, I have in mind, there, 
the character of a depleting asset as against what exists 
in a manufactured gas company; whereas, what I think 
is being talked about in our publication relates to the 
[2086] current situation surrounding the area which a 
manufactured gas company serves and their increasing 
costs. So far as an investor is concerned, studying 
earnings, I think he will continue paying attention to 
the position of gas reserves and so forth. That will be 
given some weight. 

Q. But, there is no question that the increased 
reserves have been found in natural gas fields. A. I 
think that is correct. They may continue to be found so. 

Q. I see. Now, from the investor’s standpoint, 
would you consider that he take into account the secu¬ 
lar trend of the manufactured gas industry as compared 
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with the natural gas industry? A. Well, I think he con¬ 
siders the long term trend as he would any other par¬ 
ticular investment. 

Q. Do you recognize, Mr. Coffman, that in a pub¬ 
lication of the same title as the previous publication 
put out by Standard and Poor’s of July 11, 1945, that 
the headings of the various sections relating to the 
natural gas industry and the manufactured gas industi-y 
show that as for natural gas, the trend is upward and 
for manufactured gas the trend is downward? Mr. 
Coffman, would you read into the record the heavy black 
headings? A. In a pamphlet entitled “Standard & Poor’s 
Industry Surveys, Utilities” on page U-l, dated July 11, 
1945, under [2087] the caption of “Natural Gas Indus¬ 
try” the captions are “Natural Gas Still in Uptrend.” 

Q. That is what I meant. Mr. Coffman, then all 
these black lettered headings ? A. The next heading is 
“Reserves Estimates Increased.” “Industrial Demand 
Most Important.” “Rates Under Pressure.” “Earnings 
More Stable.” 

Q. Under the manufactured gas industry, if you 
don’t min d? A. “Manufactured Gas Industry, Secular 
Trend Downward.” “Competition Intensive.” “Costs 
Unwieldy.” 

I 

Q. Now, Mr. Coffman, let me say this in advance. 
I am going to try to avoid as much repetition as pos¬ 
sible. I know Mr. Goldberg has examined you quite 
extensively. I will try to avoid duplication if I can. I 
think you have mentioned that the figures used on your 
charts for the companies are not adjusted by you, b|it 
they are taken from the company reports, is that right? 
A. That is correct. 
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Q. Now, Mr. Coffman, directing your attention, 
first, to Chart No. 1,1 think that that chart shows that 
there is a rise in the operating ratio from 1936 to 1944 
from 83.3 percent to 86 percent—the figures rather on 
the table supporting Chart No. 1, and that that ratio 
hag been accompanied by a rise of $208,000 in net oper¬ 
ating revenue and [2088] $45,000 in net utility income. 

The Witness : May I have that statement read, 
please? 

(Question read.) 

A. Well, I will restate the figures. I am not sure of 
the figures you read. It is 83.3 to 86 percent? 

Q. That is correct. A. And it is operating revenue 
increase of $207,638 and in net utility income, $45,321. 

Q. Now, despite the increase in operating ratio, 
obviously, there was an increase in the net operating 
revenue and in the net utility income? A. That is cor¬ 
rect. 

Q. Now, on Chart 2, Mr. Coffman, and in connec¬ 
tion with your testimony in the transcript on page 1666, 
you stress the rise in the exploration and development 
cost during the 10-year period. Isn’t it true that your 
net operating revenue and net utility income in dollars 
were at their peak in 1943 and that the second best year 
in the 10-year period was 1944? A. Yes. I think that 
is correct. 

Q. Directing your attention to Chart No. 3, Mr. 
Coffman, this chart shows a rise in the operating revenue 
deductions or the operating ratio as you computed from 
61.6 percent in 1935 to 71.8 percent in 1944; isn’t it true, 
however, that this rise in recent operating ratio has 
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been [2089] accompanied by a growth in the net oper¬ 
ating revenue from $1,184,000 to $1,409,000? A. That 
is correct. 

Q. Now, which factor do you consider a more sig¬ 
nificant indication of the company’s financial welfare? 
A. I think both are important. One measures one kind 
of relationship, and the dollar amount that you get is 
actual earnings which are available for other purposed 
or for capital. 

Q. But, the investor, I suppose, primarily looks 
at dollars rather than at ratios, is that right? A. He 
is interested in dollars. But, at the same time, he is 
interested in operating ratios. I think he consider? 
them both. 

Q. But, would you consider that he gives one equal 
weight with the other? Do you think there is a dis¬ 
parity in his appraisal? A. Well, I think he is inter¬ 
ested in the operating ratio as to trend. On the other 
hand, if there is no additional capital investment, so 
that the aggregate dollars are higher, that is important}, 
because there is that much that is available for capital 
over and above what was occurring in the earlier year. 
But, I think he is studying the trend factor on the oper¬ 
ating ratio right along. 

Q. But, if the ratio rose and even continued to rise 
up to, of course, a point and nevertheless the amount 
of net [2090] operating revenue also continued to rise, 
he would, primarily, be interested in the added number 
of dollars? Isn’t that true? A. I think that would be 
true up to a certain point where there is no longer any 
benefit because the increased cost offsets—in other 
words, there is nothing from gross going to net. 
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Q. Isn’t it true that in 1943 and 1944 the operating 
revenues were the largest during the 10-year period 
covered by your study on Chart No. 3? A. Yes. That 
is correct. 

Q. Directing your attention to Chart No. 4, Mr. 
Coffman, it is true, isn’t it, that the net utility income 
in dollars there shown is at the highest levels in 1943 
and 1944? A. In the period shown, yes. 

Q. In spite of the fact that the net utility income 
as a percentage of operating revenue fell from 35 per¬ 
cent in 1935 to 23.8 percent in 1944? A. That is correct. 
[2091] Q. I notice in Chart No. 3 in the supporting 
table, the supporting table that you show taxes to have 
fluctuated between $928,606 in 1942 and $395,569 in 1944, 
as you relate at Transcript page 1668. A. Yes, I find 
that so. 

Q. Do these figures include income taxes? A. I 
believe they do. 

Q. Then, these figures are comparable with those 
used in Chart No. 1 where the supporting table segre¬ 
gates income taxes; is that true? A. Yes, I believe so. 

Q. I notice that you speak of the upward trend in 
the ratio of operating revenue deductions to operating 
revenue over the years at transcript 1668. That is the 
first full paragraph on that page. Is it not a fact that 
this percentage, despite the inclusion of income taxes, 
has risen by only 1 percent from 1937 to 1944? And 
was actually lower in 1943 than in 1937? A. Are we 
still talking about Chart 3? 

Q. No. We are on Chart 4, Mr. Coffman. A. Yes, 
that is correct on the tables supporting Charts 3 and 4. 
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Q. And you call a percentage of operating revenue 
deductions the operating ratio, at line 12, page 1668, do 
you not? [2092] A. Yes, that is correct. 

Q. Now, is this correct terminology where income 
taxes are included? A. Well, from my standpoint, look¬ 
ing at the capital that was available to the investor, I 
think it is appropriate. If you are talking about an 
operating ratio, as an operation man, then, I think it 
would exclude the taxes, that is, income taxes. 

Q. Now, Standard and Poors or Moody’s, in calcu¬ 
lating operating ratios, normally calculate the ratio be¬ 
fore or after including income taxes: which is it? 
A. Usually before. 

Q. Usually before? A. Yes. 

Q. And if income taxes were included in the oper¬ 
ating revenue deductions, it would be true that the more 
profitable a company is, the higher would be its oper¬ 
ating ratio; isn’t that so? A. In so far as the tax level 
was higher. 

Q. And, of course, if the company were more 
profitable, the tax level would, of course, be higher? 
A. Yes, if the earnings subject to tax were higher, the 
tax amount would be higher. 

Q. Now, in your table supporting Charts 1 and 2, 
in conjunction with Chart No. 1, it is clear, isn’t it, that 
you [2093] have included the dollar amounts represented 
by the provisions for Federal income taxes in your total 
revenue deductions? A. That is correct. In the years 
in which it applied, that is. 

Q. And, therefore, the 86 percent shown for 1944 
on Chart 1 is computed after the inclusion of income 
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taxes? A. Yes, that is correct, for the reason that I 
have already given. In other words, it is money that 
cannot go to the investor because it is already taken 
out to go to the Government. 

Q. Now, the fact that the operating ratio has risen 
because of the inclusion of income tax is no indication 
that there has been a rise in the other expenses of the 
company, is it, relevant to the earnings? A. Not neces¬ 
sarily, it would depend on the tabulation of the indivi¬ 
dual operating items, the tax. 

Q. The other expenses might have gone down and 
income taxes might have risen, causing a higher oper¬ 
ating ratio to be shown, but not reflecting an increase 
in the other expenses; is that so? A. Well, there is a 
possibility. It would be best to check the individual 
expenses relative to revenue and see what the relation¬ 
ship was. 

Q. And if a company were subject to the excess 
profits [2094] tax, as it has existed in recent years, you 
would be including in expenses taxes at the rate of 85.5 
percent? A. Well, depending on the bracket. 

Q. Of the income subject to the excess profits tax, 
of course? A. Yes, that is correct, in the years in which 
the earnings qualified it for that tax leveL 

Q. Now, directing your attention to Chart No. 5, 
I believe that some questions were asked on this chart 
and subsequent charts by Mr. Goldberg, and if I am be¬ 
coming repetitious at this point, I would like to be 
checked. What influence do you consider that the situa¬ 
tion portrayed in Chart No. 5 has upon the risks of 
investment in Pittsburgh & West Virginia and Kentucky 
West Virginia Companies? A. Well, only in so far as 
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the index, aa shown therein, pertained to the country 
as a whole, of which the territory served by these two 
companies is a part, and subsequent charts which relate' 
more to the Pittsburgh District, I think they are very 
informative and must be considered. In other wore Is, 
the high levels that have existed during the war must 
be known by analysts or by an investor or anyone that 
is making a study of the situation. 


Q. Well, does it indicate a lesser risk than the 
situation of 1935, say, all other things remaining equal? 
A. I don’t think it is so much the question of rusk 
[2095] altogether, as it is the level of activity that 
existed and whatever the trend shows as of the latest 
date, and in this case all indices show that the turn actu¬ 
ally came in the latter part of 1943 rather than at a 
later date as some people seem to think. 

Q. But it is still far above the 1935 level? A. Yes, 
and for that reason it could easily come down consider¬ 
ably before it strikes a new postwar level. 

Q. Do you expect it to return to that level, Mr. 
Coffman. A. The 1935 level? 

Q. The 1935 level. A. I wouldn’t suppose that in 
the postwar period that it would strike that level for 
at least a period, anyway, because of the great recon¬ 
version that is going to take place presumably in the 
country. 

Q. But, apart from any temporary lull during a 
reconversion period, do you expect that the levels of 
1935 will be reached and will continue? A. I feel that 
they might be reached at some level. I wouldn’t waht 
to say that they would continue. But we can have 
another depression or recession which would bring tie 
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levels below 1935, I think. But I am not saying that 
they will be maintained. 

Q. Well, what is your best judgment on that? 
[2096] A. As to what level it will reach? 

Q. As to the possibility of its reaching that level, 
and the possibility of its continuance. A. Well, as I 
have said, I don’t think there is a possibility that it will 
continue for a period of time, but I think it is possible 
and probable that at some interval we shall reach that 
level again. In other words, I think we haven’t changed 
the business cycle at all. It will repeat itself. 

Q. You put it on the basis of a possibility, as all 
things are possible? A. Well, I say I think it is prob¬ 
able that some time along in the future, I don’t know 
whether it is two years or five years, that we will have 
a recession in this country again, and in that period it 
certainly is probable that the level will go to 1935 levels 
or maybe lower. 

Q. Do you expect a new plateau of production to 
emerge, directing your attention to Chart No. 5, you 
will notice that there is a certain plateau, as it were, of 
production from 1929 to 1937, and then there is a rise 
in the curve. Do you expect that there will be a new 
plateau after the matters have leveled themselves out, 
as it were? A. Well, the plateau, of course, I don’t find 
on the chart, because 1929 was, as we know, the peak 
and the prior period of prosperity, and then we had a 
depression through 1932 [2097] and 1933, and finally in 
1937 we reached about the same levels that we had ex¬ 
perienced in 1929. Now, as I see that, that is more or 
less a complete cycle from one peak to the next. I 
wouldn’t call it a plateau. So if you talk about the fu- 
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ture, I would say that we will experience about the same 
thing from this date in the future, namely, that we will 
come out of the war levels, back to something that rep¬ 
resents normal for a period. That level will, I should 
assume, be as high as 1935-36-37, and maybe higher, 
but after that there may be a recession again which 
will bring it lower than that level. It might bring it as 
low as 1932, for example. I don’t know, but it is prob¬ 
able. 

Q. Now, your Charts 6, 7, 8, relating to industrial 
production in the United States and in the Pittsburgh 
District, income tax payments of individuals, and in¬ 
come payments in the United States, in Kentucky anc 
Pennsylvania, all show a rising curve; is that right' 
A. Well, say a rising curve if you take 1932 or 193 
as the beginning year. 


Q. Well, the index is far above what it was in, sayj. 
1935, isn’t it? A. That is, in the first few months ini 
1945, it is much higher them in 1935. That is correct! 

Q. Well, what influence do you think that this has 
on the question of the risk which would be assumed by 
an investor [2098] in the subject companies? A. Well, 
I think it creates this kind of situation: the war being 
over and reconverting manufacturing processes to peace¬ 
time production, not knowing yet exactly what that 
level will be, at least for a few years, that an investor 
does the best he can to figure out, in his mind, what the 
postwar level of industry might be, and I think that 
most investors are willing to agree that in the postwar 
period we are not going to continue levels, or anythin g 
approaching levels that we experienced during the war. 
So he expects a gradual tapering off. 


i 
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Q. Well, if the income payments to residents of 
Pennsylvania, say, remain above the level of 1935, they 
will be better customers for the subject companies than 
they were in 1935; isn’t that so? A. Well, that alone 
wouldn’t be true, because although they have level of 
payments at a higher level than in 1935, it will depend 
on how those payments are used in disbursements and 
the cost of what they buy. In other words, if the price 
level is a higher amount after 1935, when this improved 
level exists, then, the question will be whether or not 
that additional income is as much real income as it was 
in 1935. So I don’t think I can make any more specific 
statement than that. 

Q. Would you expect real income to drop below 
the level [2099] of 1935? A. I think it is easily pos¬ 
sible, yes. 

Q. Well, now, you are again dwelling in the realm 
of possibility. You have no statistical basis or other¬ 
wise to make that statement, do you, Mr. Coffman? 
A. Well, I think that I do, and some figures that are 
shown here, and there are other available figures with 
regard to increasing costs of operation, which mean 
that that will have some bearing upon prices. 

Q. Where do you show increased costs of operation 
in your study? A. Well, in the operating figures which 
are shown for the two companies, there is some increase, 
and in regard to others, if I had them here, I do demon¬ 
strate it further. We know labor costs, or I know that 
labor costs have gone up, as one example, as one indi¬ 
cation of increasing cost. 

Q. Well, we were talking about real income. We 
weren’t talking about the costs of the subject companies. 
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Now, have you any figures to show that real income will 
drop to the level of 1935 or thereabouts? A. No, I have 
no real figures. I am giving my opinion. 


Q. Now, directing your attention to Chart No. 11, 
what does that imply as to the relative cost of commer¬ 
cial loan money as between mid-1939 and mid-1945? 
A. Well, it varies a little, depending upon the statistic^ 
[2100] being used in New York City, although it has 
been comparatively stable except for 1943, the level at 
mid-1945 is just slightly higher than mid-1939. In the 
case of seven other northern and eastern cities, the mid- 
1945 level would be lower than the mid-1939, and in the 
case of the eleven southern and western cities, the mid- 
1945 level would be considerably below mid-1939. 


Q. In so far as commercial loan rates have any 
bearing on the cost of money to a utility, would you say 
that this indicates that the cost of money to the utility 
would be less now than it was in mid-1939? A. Well, 
generally speaking, I would say about the same. 


Q. I have reference to these commercial loan rates 
in my present question, Mr. Coffman. A. Yes, I am 
referring to Chart 11, and the reason I say about the 
same is because I think that much of the money, the 
financing that is done, where utilities might be involved^ 
on commercial loans, would probably relate to New York 
City, and to a large extent the northern towns and less 
to the southern, so that I give more weight to those two 
data than to the third. 

Q. Is there much borrowing done by utilities in the 
market, in the commercial loan market? A. You meay 
from commercial banks ? 
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[2101] Q. Yes. A. Well, for operating purposes, there 
may be, and there have been some recent cases where 
they have borrowed some money on serial basis, serial 
debenture basis. 

Q. But, as a general rule, have the utilities gone 
to the commercial banks for their needs? A. For per¬ 
manent financing? 

Q. For permanent financing. A. I wouldn’t say 
that they had, no. 

Q. Now, directing your attention, Mr. Coffman, to 
Chart No. 12, what has been the approximate decline in 
yield of the high grade corporate bonds since January 1, 
1938, as shown in your Chart No. 12 ? A. On high grade 
corporate bonds, in January of 1938, the figure was 3.24 
percent, and in January of 1945 it was 2.71 percent, and 
in July of 1945 it was 2.65 percent 

Q. Now, in Chart No. 13, Mr. Coffman, what has 
been the approximate decline in the yield of railroad 
bonds since January 1,1938? A. In January, 1938, high 
grade railroad bonds: 3.56 percent, and in January, 
1945 : 2.90 percent, and in July of 1945 : 2.75 percent. 

Q. And for the same period, what has been the 
approximate decline in the yield of public utility bonds 
as indicated in Chart No. 13? [2102] A. In January, 
1938, public utility, A-l-Plus bonds, yield, 3.08 percent; 
in January, 1945, 2.61 percent; and in July, 1945, 2.59 
percent. 

***«•»» 

Q. Directing your attention to Chart 14, Mr. Coff¬ 
man, what has been the approximate decline since March, 
1938, in the yield of each of the classes of public utility 
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bonds shown in Chart No. 14? A. In public utility bonds 
of the A-l-Plus group, the yield was 3.06 in March of 
1938; was 2.56 in March of 1945, and 2.59 in July of 1945. 

In public utility bond yields of A-l rated class, tfhe 
yield was 3.32 in March of 1938 ; 2.63 in March of 1945; 
and 2.66 in July of 1945. 

In public utility bonds rated A, it was 4 percent in 
March, 1938; 2.90 in March of 1945; and 2.95 in July of 
1945. 

In public utility bonds of B-l-plus rating, the yield 
was 5.07 in March, 1938 ; 3.06 in March, 1945 ; 3.09 in 
July of 1945. 

[2103] In public utility bonds of B-l rating, the yield 
was 6.95 in March of 1938 ; 4.40 in March of 1945 ; 4j41 
in July of 1945. 

In public utility bonds rated B, the yield was 9.66 
in March, 1938; 4.61 in March, 1945; 4.63 in July of 1945. 


Q. Now, have you any charts or tables showing tjhe 
decline in yields of natural gas mixed or manuf actured 
gas bonds either by groups or by ratings during this 
period? A. No, I do not. 


Q. Now, in connection with Chart No. 15, I notice 
that you say at transcript 1681, line 11, that 
$1,296,000,000 of securities sold in 1944 “represented 
the largest amount of new financing done by the electric 
and gas utilities during the whole ten-year period with 
the exception of 1936.” Did these securities represent 


new financing? I believe there was something men¬ 
tioned on this point in connection with Mr. Goldberg’s 
cross examination. A. I think most of those were re¬ 
funding. 
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Q. Are you acquainted with statistical bulletin No. 
59 of the American Gas Association, page 10, which 
shows that only 43 million dollars of new securities issues 
by all public utilities were made in 1944? A. I don’t 
believe I recognize that by your citation. 

Q. But would you say that the figure of 43 million 
dollars sounds like a proper figure? [2104] A. Repre¬ 
senting new financing? 

Q. Representing new securities, yes, by all public 
utilities in 1944. A. I wouldn’t know as to that specific 
figure, but of the total mentioned, I know that the 
smaller percent was in new financing in contrast to re¬ 
funding. 

Q. Do you have a chart or table anywhere in your 
exhibits showing the new issues of the natural gas com¬ 
panies or the manufactured or mixed gas companies? 
A. No, sir. 

Q. Now, do you have a chart or table indicating 
the average yields of newly issued natural gas, manu¬ 
factured gas, or mixed gas bonds, related to Chart No. 
16? A. Well, that shows for all bonds upon which rat¬ 
ings were given, as to issues in each of the years. 

Mr. Sharfman : Do you mind reading that question 
again, Mr. Reporter? 

Trial Examiner: Read it, Mr. Reporter. 

(The question was read by the reporter.) 

By Mr. Sharfman: 

Q. I asked if you have a chart or table relating to 
the specific types of companies that you mentioned in 
your exhibit. A. No, I do not 
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Q. You do not? [2105] A. No. 

Q. Relating to Chart No. 17, in your judgment, do 
the varying percents as represented by bonds in the dif¬ 
ferent industries represented by Chart 17 affect the per¬ 
centage figures there shown? A. Well, yes, in that 
bonds, as a part of capital, are included in the ratio. 

Q. And in so far as a company had a larger per¬ 
centage of bonds in its capital structure, you would ex¬ 
pect to find lower percentages in your chart; isn’t that 
so? A. With the qualification that I am dealing with a 
number of bonds, so that I have a composite figure as 
against the individual company itself. 

Q. But if the industry had a larger proportion of 
bonds, the percentage figures that you would give on a 
chart would be lower than they might be otherwise; is 
that so? A. Well, if I can spell out my answer this way: 
that if the percentage of bonds to total capital in each 
of the different industrial classifications shown here is 
larger than another classification, then, in so far as the 
bonds in that classification carry a higher percentage 
to total capital, it would have that additional influence 
upon the fined ratio. 

Q. So that if the bonds represented a larger per¬ 
centage in the case of water companies than in natural 
gas companies, [2106] you would expect the percentage^ 
in water companies to be lower than in natural gas com¬ 
panies. A. Yes, with the qualification that those bonds 
act uall y sold at a lower percent than some other bonds 
in a different class. 

Q. Do you have any tables showing the percentage 
of bonds in water companies as against natural gas com- 
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panies, in your exhibits? A. No, sir, I do not have those 
figures. 

Q. So that a comparison between these two classes 
of utilities is difficult if the capital structures are dif¬ 
ferent; is that so? A. The difference in the balance of 
capital structure will have some effect, taking into con¬ 
sideration, however, the number of companies being con¬ 
sidered in each class. 

Q. Now, this Chart No. 17 shows the investor’s 
appraisal of earnings in the given group of utilities; isn’t 
that so? A. I think it does. 

Q. Now, does the amount of the earnings, either 
absolutely or relatively, have any effect upon the per¬ 
centage shown? A. Well, it does, because it is one part 
of the equation. In other words, it is market price of se¬ 
curities, on the one hand, against earnings, on the other. 

[2107] Q. Suppose the earnings available on the com¬ 
mon stock were zero, would the common stock presum¬ 
ably sell at zero? A. I wouldn’t think it necessarily 
would. 

Q. Well, in the vast majority of cases I suppose it 
wouldn’t sell at zero; is that right? A. I would presume 
there would be some kind of value attached to the cer¬ 
tificate as long as it was outstanding. 

Q. So that the public’s evaluation of such earnings 
would be very high, that is, the stock would sell at an 
infinite number of times the earnings or, to put it in 
reverse, the percentage appraisal by the public would be 
far lower than you show for the water companies, that 
is, zero; is that right? A. Well, that question isn’t too 
clear to me. 
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Q. Have you answered that question? A. I say 
that question is not clear to me. Can you rephrase it or 
give me an example of what you mean? 

Q. Well, suppose this, then, Mr. Coffman: suppose 
a company had no earnings, and its stock were selling 
at, for example, $50. What would be the percentage in 
that case? Would it be lower than, let’s say, 4.74 per¬ 
cent, as to water companies, or higher? A. Well, your 
question, in relation to the facts, I believe, is not reason¬ 
able. In the first place, the total amount of earnings 
available for bonds, preferred stock, and [2108] common, 
are total, which is the total available for capital. The 
bonds, preferred stock and co mm on stock are multiplied 
against their average respective market prices, and in 
each of the companies that is included here there are 
earnings available for the securities, be they bonds, pre¬ 
ferred or common, so that I can’t see at the moment how 
the statement you make applies to these data. 

i 

Q. Well, I am merely making it as a hypothetical 
statement. That is, a company that has no earningsl 
and that has no earnings which are applicable to commoil 
stock, and yet has that common stock selling at a priceL 
let’s say, of $50, for the sake of hypothesis. A. The only 
answer I can give there is that if the earnings available 
for common are nil, the investor would have adjusted the 
price of that common to reflect that picture, so that thi 
common stock would be presumably selling at a nominal 
value. 

Q. No matter what the value of that common stock, 
it would have no bearing upon the amount of the perf 
centage, would it, since zero was the amount of the earaf 
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mgs? The yield would have to be zero; isn’t that right? 
A. Where there were no earnings available? 

Q. That is right. A. But you would still divide 
the total earnings avail- [2109] able against the total 
market appraisal for all stocks so the percentage would 
be somewhat lower than if there were earnings available 
for the common. 

Q. Well, take a company that has no bonds, so that 
we can make a comparison in relation to Chart No. 17, 
and that has only common stock, if the earnings applic¬ 
able to the common stock of the hypothetical company 
that I have mentioned were zero, and yet the common 
stock were selling even at a nominal figure, their per¬ 
centage would obviously be lower than the company hav¬ 
ing no bonds, but all common stock which had earnings 
applicable to the common stock; isn’t that so? A. Well, 
except, Mr. Sharfman, in that case, the example you 
gave, with no earnings for the common stock would auto¬ 
matically eliminate that company from my calculations. 
You wouldn’t find it in here. 

Q. I merely give it as an example. A. There would 
be no equation at all. You would have no earnings. You 
couldn’t work out an equation. It wouldn’t be in the 
study at all. 

Q. So that, carrying your Chart No. 17 to a logical 
conclusion, companies with the lower percentage figures 
are in a stronger position than companies with a higher 
percentage figure; is that right? A. Well, I would state 
it that the risk element attaching [2110] to the utility 
branch where the figures are higher in the investor’s 
mind is still a higher risk than those where the figures 
are lower. 
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Q. Well, the hypothetical example I gave where tjhe 
earnings applicable to common stock were zero carries 
the matter to its ultimate conclusion, does it not, apd 
shows that a lower percentage figure is not necessarily 
indicative of a lower degree of risk? A. I don’t follow 
that, Mr. Sharfman. 

Q. Well, the percentage figure where there were 
no earnings applicable to common stock, and the commbn 
stock was selling at even a nominal amount is zero. That 
is to say, $2 divided into zero is zero? A. That is right. 

Q. And let’s say a water company has a percentage 
figure applicable to it of even 2 percent. Under your 
assumption, and carrying it out to a logical conclusion, 
the zero figure, being lower than the 2 percent, the risk 
. attached to the zero figure company would be less than 
it would to the 2 percent figure company? A. Well, Ex¬ 
cept, as I say, all companies which had no earnings haVe 
been eliminated from a large list before I got down to 
the companies that are included here. So that that factor 
does not exist. 

Q. Have you excluded these in all cases on your 
Chart [2111] No. 17? A. Where there are not earnings 
available for capital, they have all been excluded. So that 
these companies here represent companies which have 
an earnings figure and have a market quotation, so that 
I can work out an equation. 

Q. At what point did you eliminate a company be¬ 
cause its earnings position was not favorable from the 
standpoint of including it in the Chart No. 17? A. Well, 
as I remember, out of a large list of utility companies 
that I took, including these various divisions, all copi- 
panies which had no earnings were eliminated imme- 
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diately, and it was through that process of elimination 
that I came down to these individual companies, included 
in each of the utility subdivisions which I show. And one 
other qualification, that then I had to eliminate certain 
other companies where market quotations were not avail¬ 
able. So that these companies shown on Chart 17 are 
companies in which there are earnings available and of 
which the securities are held in the hands of the public 
so that I get a quotation thereby having the two com¬ 
ponents of my equation. 

Q. But that demands a certain judgment on your 
part, as to the inclusion or exclusion of these various 
companies? A. Well, except that I just automatically, 
where a company doesn’t have earnings, eliminate it. 
And there is no possibility of working out an equation, 
so any company falling [2112] into that class was not 
included because it has been eliminated prior to coming 
down to these final companies showing. These companies 
all show earnings. 

Q. But as an abstract proposition, and divorced 
from the inclusion or exclusion of companies in Chart 
No. 17, my statement that the lower percentage figure 
does not necessarily indicate a lower degree of risk is 
still valid; is that so, Mr. Coffman? A. No, I don’t think 
so. I think that with the companies that have been in¬ 
cluded, it very definitely relates specifically to the in¬ 
vestor’s appraisal of risk. 

Q. Well, I said divorced from Chart No. 17, and 
stated as an abstract proposition. A. Well, the answer 
to that question must be stated this way: that if, in this 
group of companies, were included companies which had 
no earnings, then, your abstract statement would apply. 
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But that does not happen to be the case with these data 
presented here. 

Q. Well, would you include in your companies com¬ 
panies which had only nominal earnings, or earning^, 
let’s say, of 2 cents a share? A. No, I think that all the 
companies that were included were companies which had 
shown average earnings over a period of years, because 
I am, throughout, dealing with a period of years and not 
a single year, and, therefore, there are earn- [2113] ing$ 
available for capital. 

Q. Well, can you give us any definite statement, 
Mr. Coffman, as to at what point you excluded companies 
because their earnings were not sufficiently representa ¬ 
tive in your opinion? A. Well, the only approximation of 
that would be on page 4 of 8 supporting Chart 17, where 
the individual companies are located and the earnings 
available for capital are shown in each of the years, ex-i 
cept those places where there are footnotes noting why 
the earnings were shown for certain years and not 
others. Because some of the companies were changed 
within the period 1936-39, so that I had to pick them up 
as they became available. And that explains why, in one 
year, you will find eight companies, in other years nine 
companies, as in the case of water companies, or in one 
year you will find 34 and in another year 45 as in the case 
of electric operating companies. In other words, the 
years in which the earnings became available, that com¬ 
pany was included, so there are more companies in one 
year than in another. 

I think that you will find, in the pages 1 to 8 sup¬ 
porting Chart 17 the figures which answer the question 
as far as I can answer it. 
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Q. If stocks ordinarily sold on an 8 percent basis, 
would that ratio still hold good if the earnings of the 
company [2114] approached zero? A. Well, I would 
say that in any given class of utility industry, as the 
earnings go off, the price of the security will tend to 
adjust itself to the risk which the investor believes at¬ 
taches to that particular part of the utility industry. 

Q. But as the earnings approach zero, the chances 
of the security selling the number of times the earnings 
that they sold at when the earnings were greater than a 
nominal amount is relatively slim; isn’t that so? A. I 
am not sure that that is true, because as the earnings 
approach zero, the likelihood is that the price of a stock 
will not then continue beyond a point to go down rela¬ 
tively as rapidly, because the stockholder still has some 
claim of some kind, so the ratio in a way should be higher 
rather than less. 

Q. It will be selling on an asset basis rather than 
on an earnings basis; isn’t that so? A. I wouldn’t say 
necessarily asset basis. At that point it may be selling 
on a nuisance basis, for that matter. 

Q. In so far as any of the companies in your Chart 
17 have earnings approaching zero, then, the percen¬ 
tages given in your chart would be distorted; is that 
right? A. They would be affected, but since there is a 
considerable elimination already worked to get these 
companies, [2115] that condition actually does not exist. 

Q. You only eliminated the companies at zero; isn’t 
that so? A. Not at zero, but their experience over a 
period of time. 

Q. Well, as I gathered it from your previous ex¬ 
planation, in the years in which the companies had earn- 
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ings over zero, you included them? A. No, I didn’t sai 
that. I merely said that if you will note the footnotes, 
you will find that the companies vary because of the 
notes presented at the bottom explaining what happened 
to the company. 

Q. But companies may be included in this chart 
whose earnings are approaching zero, so far as you 
know; is that right? A. Well, the only way I can state 
it is that there may have been some decline, but they 
are not approaching zero. No, that is just absolutely 
out. 


Q. Suppose the utilities in a given field had been 
faring unusually well and the investors have a weather 
eye out for the possibility that regulatory commissions 
may shortly order rate reductions; will they discount 
the present earnings somewhat in their low appraisals? 
A. Well, investors give thought to that question, and 
if they believe that the earnings trend is one which will 
go [2116] down because of regulation, prices in the mar} 
ket will be adjusted, but according to the data which 
have tabulated here, under regulation, where rate cut 
have been invoked, it does not have a material effect 
the ratio over the period. 


Q. But at any given moment, there will be an apj 
praisal by the investor of the possibility of a rate reducj 
tion in a specific case; is that right? A. Such an estij 
mate and appraisal may be made by the investor at a 
given moment of time. 


Q. Yes. Now, would that result in higher percent¬ 
ages appearing in the over-all percentages in that in¬ 
dustry? A. At a given moment of time, it might. Bui 
taking groups of companies, as I have done, over periods; 
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of years, there is no importance attached to that given 
moment of time and the spread that might flow from 
such analysis. 

Q. In so far as that factor works any bias, it works 
it in the direction of raising the percentages that you 
might calculate; isn’t that so, Mr. Coffman? A. It might 
tend to be such at that given moment of time, yes. 

Q. Of course, in calculating your averages over a 
period of years, if it does it at any given moment of time, 
that percentage is embodied in your average over a 
period of years; isn’t that so? [2117] A. That is true, 
but it is a point I have tried to make repeatedly here that 
the investors have some very definite ideas about their 
investment in different branches of the utility industry, 
and because of the fact that these figures are shown on 
Chart 17, show such uniformity over a period of time, 
even when regulation was invoked, indicates to me that 
the investor is attempting to classify the risk depending 
upon how he sees each different bracket of these utility 
divisions which I have shown. And, therefore, even 
though there is a hiatus at the moment, when you take 
a period of years, you still find very little fluctuation in 
these rates, which indicates to me that that is the risk 
appraisal the investor who supplies the money is making 
for that given risk. 

Q. Well, as regulation is continued, wouldn’t you 
say that the percentages would rise? A. The only 
answer I can give you to that, Mr. Sharf man, is that even 
in the natural gas industry, which has been regulated by 
the Federal Power Commission since 1938, I don’t see 
any rise in these figures, and these are facts. They are 
not my opinion. 
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Q. Well, if the price of a stock is depressed as the 
result of a threatened rate reduction, doesn’t that result 
in a higher percentage? A. It will at that given moment 
of time, but as soon as the earnings are actually adjusted 
downward, you come right [2118] back into this relative 
position again. 

Q. And suppose the expected rate reductions are 
actually ordered, the market will largely have discounted 
that in advance, won’t it? A. At a given moment of 
time, but, taking figures over a period, as I have done, 
that all washes out from one year to the next. 

Q. So you would say, other things remaining equal, 
the market prices will continue about the same after the 
earnings and revenues have been reduced; is that so? 
A. No, not necessarily the market prices, but the re¬ 
lationship of market prices to earnings will remain about 
the same. 

Q. Well, taking into account the market prices and 
the earnings before the reduction and after the reduc¬ 
tion, if the market price stays the same and the earnings 
are reduced, the percentage, of course, will change, will 
it not? A. Yes, but if all other things remain the same 
and the earnings go down, the price is going to go down 
also. 


Q. Well, which percentage represented the public’s 
real evaluation, the ratio before the reduction or after 
the reduction? A. Well, you can’t state it exactly that 
way, because you have current market prices day by day. 
Earnings, however, come out year by year, or semi¬ 
annually, or quarterly. The rest is estimated. So at 
the point of the announcement of a [2119] rate reduction, 
the price of the security may go off because it is antici- 
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pated that earnings will go off, and yet until the actual 
reduction has been put into effect, which will be the 
subsequent year, when you actually know, that will be 
the first time that you will have an actual comparison 
again, where you have specific earnings against the mar¬ 
ket price, and over the years these figures indicate that 
that relationship, for different classes of utility groups, 
remains about the same. 

Q. Well, does the market price wait to go off until 
the earnings have actually been reduced? A. No, that 
is the reason that I say that at a given moment of time 
the investor will make an estimate, the price will begin 
to drop, if he believes the earnings are going to be ma¬ 
terially changed, and that is where the hiatus comes, at 
the moment, as between the relationship of earnings and 
prices, because you do not know what the new earnings 
are yet, you are estimating them, but you do know what 
the stock price is. But, taking a period of years, you 
have a relationship which indicates what the investor 
says is the risk, which is the relationship of earnings to 
price. 

Q. Now, in Chart No. 17, Mr. Coffman, did you use 
the high and low stock prices for the same period 
covered by the earnings figure? A. Yes, I took the an¬ 
nual earnings as against the average [2120] high and 
low for the year, the same year. 

Q. If you used the high and low prices for 1944, 
say, relative to the earnings for the year 1944, how could 
the prices reflect the investor’s appraisal of the earnings 
unless the high and low prices occurred near the end 
of the period? A. Well, the earnings are not made at or 
near the end of the year. They are being made every 
day you operate. 
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Q. Well, are they publicized? A. Only to the ex¬ 
tent, in some companies, of quarterly statements, and 
others semi-annual statements, and others yearly state¬ 
ments. But estimates are made from time to time, biy 
our own firm and by other analysts and by the investor 
himself. 

Q. But there is no actual publication of earning^ 
until some time after those earnings have actually been 
realized? A. Except in the case of the quarterly, where 
you have quarterly statements, 12 months ending this 
quarter, 12 months ending the half year, and so forth, 
which give you some idea of what the going rate of 
earnings is. 


Q. Doesn’t, generally, the stock price lag behind 
the actual earnings by such period as is required to pub-f 
licize the earnings, after the fiscal period has ended? 
A. On the whole, I wouldn’t say that, because with 
the amount of information that is abroad in investment 
circles as to what the trend of business is for a company^ 
fairly good [2121] estimates in many instances are made, 
so it is not a question so much of waiting. In other 
words, the stock market and the investor do a pretty 
good job of discounting in advance what the year’s score 
is going to be. 


Q. But you related your percentages against actual 
earnings? A. Yes, and against actual stock prices in| 
that same year, average of high and low, which gives 
you a farily representative figure for the investor. 


Q. Well, if the high price was realized on January 
2 and the earnings were not known until the end of the 
year, that high price would reflect the earnings of the 
past year rather than the prospective earnings of the 
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future; isn’t that so? A. No, not necessarily, because 
the investor, discounting in advance, if the price on Jan¬ 
uary 2 is higher than it has been, the presumption is that 
the investor is already discounting a better year this 
year than last year, and until earnings actually ma¬ 
terialize to prove otherwise, he has a better respect for 
the stock and the price. 

Q. Well, your Chart No. 17 figures are based upon 
past earnings, are they not? They are not based upon 
prospective earnings? A. There is a relationship of the 
actual earnings of one year to the next, because the busi¬ 
ness is continuous. The [2122] stock prices are regis¬ 
tered by an investor, who is discounting these factors, 
day to day, so that the application of the stock price, 
average of high and low within the year, against the 
actual earnings is the sound calculation to make. 

Q. Well, actually, however, in your calculations, 
you have taken into account past earnings, have you not? 
A. Well, I have taken into consideration each year’s 
earnings against each year’s price, and I show the indi¬ 
vidual years because over the period the very things you 
are talking about, the difference in price level, discount¬ 
ing earnings, will show up, and I am merely saying that 
from 1936 through 1944, as it actually works in the in¬ 
vestment market, there is very little spread in the ratio. 
If you showed only one year, or one month, I would agree 
there might be some out-of-line figure, as there can be 
in a stock price on any one day or maybe an hour in the 
day, but taking it year in and year out, I say there can’t 
be much wrong with the figure. That is the best guide 
you can get as to what the investor really thinks the 
risk is. 
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Q. Does the mere accident of uniformity on your 
chart validate your method? A. It is no accident. It is 
a fact. After all, 1936 and 1937, for example, were goo4 
business years. There was an upswing, as I think busi¬ 
ness index charts even in this study prove. Investors 
at that time, from 1936 to 1937, were try- [2123] ing 
to reason out what 1937 might be. From their analysis^ 
they concluded that business would be better in 1937 
than 1936. If they thought that at the time, and thought 
their earnings were going to be better, prices were likely 
to go up. When they get to 1937, with the change that 
took place about the middle of the year, business is going 
off. 1938 is a recession. They are following just the 
reverse procedure. They are discounting poor business^ 
poor earnings, prices go off. The charts show it through^ 
out. Then, we come into 1939 which is a good business 
year, and, starting in 1940 we have war, so that I say 
that is no coincidence that these figures are uniform. 
It is the actual fact of the matter as registered by the 
investors. And they have been through ups and downs 
and a war. So it was no accident here. It just shows 
pretty good ability on their part to figure out what is 
going on. And, after all, they are the people that supply 
the money if you want to keep financing through the 
public. 

Q. Well, do you know that the Federal Communi¬ 
cations Commission staff, in the American Telephone and 
Telegraph investigation study in 1938, compared the 
earnings of the calendar year with the market pricey 
existing between October of that calendar year, and 
March of the following year? A. Well, I remember that 
study. I don’t recall it too well now. I believe what you 
say, though, is true. 
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Q. Well, now, do you think that that was im¬ 
proper? [2124] What the Federal Communications Com¬ 
mission did in that case? A. Well, actually, I don’t think 
it is as sound as this method, where you are using a 
number of years for comparison. 

Q. Your table supporting chart 17, page 7, shows 
that the Consolidated Natural Gas Company’s percent¬ 
age of 12.30 percent is used in arriving at the 7.79 per¬ 
cent figure in Chart 17, as the investor’s appraisal of the 
natural gas companies, including pipelines in 1943. Was 
the Consolidated Gas Company in existence throughout 
1943? A. Yes, I believe it was. 

Q. As a corporate entity, was the Consolidated 
Natural Gas Company in existence? A. Well, as ex¬ 
plained in the footnote, although the corporate entity 
had existed, there was a distribution of stock late in 
1943 to stockholders of Standard Oil Company of New 
Jersey. The company had actually existed but the stock 
was not distributed until that time. 

Q. Well there could have been no market price for 
the security until the stock was distributed to the stock¬ 
holders? A. That is correct, and that price was used. 
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[2128] PAUL B. COFFMAN, the witness on the stand 
at the time of the adjournment, having been here¬ 
tofore duly sworn, resumed the witness stand and 
testified further as follows: 

Cross Examination (Resumed). 

By Mr. Eharfman: 

Q. Mr. Coffman, yesterday I believe, at the end 
of the day’s session, you had said that the Consolidated 
Natural Gas Company’s stock was not distributed to 
stockholders until the end of 1943, even though the cor¬ 
poration may have been in existence prior to the timd 
of distribution; is that right? A. Yes, that is correct, 

Q. Now, if the Consolidated Natural Gas Com¬ 
pany’s stock was not in existence throughout 1943, yop 
could not have used an average of the high and low| 
price representing more than a two-months span, could! 
you? A. I think that stock was distributed in Septem¬ 
ber, so it would be two or three months, whatever the 
time was from the distribution to the end of the year. 

Q. Now, in the case of the United Gas Corporation, 
do you know how long that stock was outsanding in 
1944? A. Well, there was a short time in 1944. I think 
maybe [2129] I can give the exact number of months. 

Q. May I suggest a date? Was it late in Novem¬ 
ber? A. I know it was late in the year. I believe it 
was around November 20th, 1944. 

Q. If it was issued late in November, your average 
price that you compare with the earnings of the cor¬ 
poration for the full calendar year would be an average | 
of prices over less than a 45-day period; is that not j 
true? A. That is correct. 
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Q. And yet you relate those prices to earnings 
realized months in advance of the market prices, do you 
not? A. Yes, I would say that was true for that one 
issue. 

Q. Now, Mr. Coffman, directing your attention to 
Chart No. 18, the average prices of 7.58, 8.72, and 9.08, 
as used in that chart for the three groups of utilities 
there shown, are not weighted by the size of the con¬ 
stituent groups, are they? A. No, that is correct. 

Q. They represent mere arithmetic averages of 
the company’s averages; is that not true? A. The com¬ 
pany figures; that is correct. 

Q. So that in the manufactured and mixed gas 
group, the Peoples Gas Light, and Coke Company of 
Chicago is no more important than the Haverhill Gas 
Light Company of Haverhill, Massachusetts; is that not 
true? [2130] A. That is correct. 

Q. Now, the market value for 1944 of the Haver¬ 
hill Company’s capital as shown on page 6 of the tables 
supporting Chart 17 is $811,000; is that correct? A. For 
the year 1944? 

Q. Yes. A. Correct. 

Q. And the market value of the capital of the 
Peoples Gas, Light & Coke Company for 1944, as shown 
in the same source, was $103,180,000. A. That is cor¬ 
rect. 

Q. And in the natural gas group, excluding pipe¬ 
lines, the Pacific Lighting Corporation is no more im¬ 
portant than the Northern Oklahoma Gas Company; is 
that not also true? A. That is correct. 
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Q. And the market value of the Pacific Lighting 
Corporation’s capital in 1944, according to your table, 
was $172,205,000, while the market value of the capital 
for the Northern Oklahoma Company was $1,572,000; 
is that right? A. Yes, that is correct. 

Q. And your so-called weighted averages for the 
constitutent companies are not weighted by the total 
capital values involved for the individual companies in 
respective years, are they? A. Well, except that in so 
far as the figure is given [2131] for each company, rela¬ 
tive to the size of the value of the stock by market 
appraisal. 

Q. But it doesn’t make any difference as to the j 
valuation of the company’s capital in any of the respec¬ 
tive years, does it? A. Oh, I think it does in so far as 
the companies differed in size, and each one is weighted 
according to its market appraisal of its capital in that 
particular year. j 

Q. But the appraisal of the capital is not weighted 
by the size of the company’s valuation? That is, the 
Northern Oklahoma Company, for instance, has just as 
much weight in your calculation as the Pacific Lighting 
Corporation, doesn’t it? A. Well, except in so far as 
one figure, for one company, is one size, and for another, 
another; to that extent there is a weighting, obviously. 

Q. Well, if the company’s valuation changed as be¬ 
tween two successive years, you would make no allow¬ 
ance for that fact in your calculation, would you? 

A. Except to note the actual difference. In other words, 
one figure would be higher or lower than the other as j 
between the two years. 
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Q. Well, if they have 15 percent when they have a 
capital and 10 percent when they have a large 
capital, you would merely add the 15 and 10; is that 
right? A. No, because, as shown on page 7 of 8 on 
Chart [2132] 17, there are two averages there at the 
bottom: one is the figure based upon the total dollar 
figures above and the other is the average of the per¬ 
centages of each company. So one is the average of 
the percents which you are just talking about and the 
other is based upon dollars which does give a weighting. 

Q. But you merely weight the figures according 
to the year in which they were calculated, that is, 1, 2, 
3, 4, 5, depending upon the year in which they apply? 
A. When you get to the final figures on the year’s aver¬ 
age, 1940-44, then, the last year gets the highest weight, 
the year before that one less, and so forth, back to the 
first year. 

Q. Yes. And that last year’s weighting is not de¬ 
pendent at all upon the total capital of the company 
involved, is it? Or it is merely dependent upon recency? 
Is that right? A. Well, no, if there is a five-year period, 
the earliest year gets a weight of 1. The next year a 
weight of 2, and so on until the last year has a weight 
of 5. 

Q. That is right, independent of the capital in¬ 
volved and merely dependent upon recency? A. Well, 
but in figuring the average, you have to consider the 
original data. 

Q. Well, I realize that your averages are calculated 
upon the original data, but that is independent of the 
size [2133] of the constituent companies, and your 
weighting is dependent only upon recency and not upon 
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size. I believe that is a fair statement, isn’t it, Mr. 
Coffman ? A. Well, not exactly, because in each groujK 
ing, as shown, I believe the dollar amount market aj> 
praisal which is, as well as the earnings, dollarwise, 
which takes into consideration the variations in size as 
between the companies. And then, from those data, 
take a 1940-44 average which is a five-year span, giving 
the last year the greatest weight, the next last year one 
less weight, and so forth. 

Q. I see. But your final average figure is an aver¬ 
age of the averages? A. The final average is a weight 
of the averages. 

Q. Now, looking at page 2 of the table supporting 
Chart 18, do you notice the tendency for the figures in 
the early war years, 1941, 1942, and 1943, to be highejr 
than those in 1940 or 1944? A. I don’t believe that 
statement can be made. It varies, as is clearly shown, 
I think, on page 2 of 3 of the tables supporting Chart 
18. In the case of the Consolidated Gas Utilities Cor¬ 
poration, the figures for 1941 through 1943, are higher 
than either 1940 or 1944. But in the other case, Houston 
Natural Gas, 1941, 1942, and 1943 are not higher than 
1940 and they are just a little higher in 1941 and 1942 
than the 1944 figure. The Lone Star situation is fairly 
con- [2134] sistent throughout, and as a matter of faci, 
is, in each instance, I believe, a little lower in ’41 and ’42 
and ’43 than it was in 1940, and only two years ane 
higher than 1944. Montana Dakota Utilities is in about 
the same situation. In the case of Mountain Fuel Sup¬ 
ply the statement holds true, the war years are higher 
than either 1940 or 1944. 

Mountain Fuel Gas is fairly consistent. 
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In the case of Northern Oklahoma, the figures for 
1942, ’43, and ’44 are higher than either ’40 or ’41. 

Oklahoma Natural, very little variation. 

The same is true of Pacific Lighting. 

Rio Grande, 1942 is the only figure that is a little 
out of line from the other four years. 

And Southern Union is fairly consistent. 

So I can’t agree with the statement as you made it 
as being fairly accurate. 

Q. Well, directing your attention to page 1 of the 
tables supporting Chart 21, and remembering that I 
spoke of a tendency rather than specific instances, I ask 
you to look at the figures on that page, that is, page 1 
of Chart 21, and ask you if it isn’t true that 1941, ’42, 
and ’43 earnings price ratios for manufactured and 
mixed gas distributing companies are not generally 
higher than they were in proximate years. A. Yes, I 
think that is correct. 

[2135] Q. And for natural gas, excluding pipeline com¬ 
panies, that statement would also be valid; isn’t that so? 
A. That is correct. 

Q. Now, for natural gas pipeline companies, for 
1942, the earnings price ratio is higher than for any of 
the years previous to 1941; is that right? A. That is 
correct. 

Q. And for 1943 it is higher than for any year 
except 1940; is that not right? A. Well, any year ex¬ 
cept 1940 and 1942. 

Q. I see. Yes. That is right. And directing your 
attention to Chart 22, page 2 of the tables supporting 
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Chart 22, pages 1 and 2, rather, and directing your at¬ 
tention to the Peoples Gas Light and Coke Company 
figures for those years, do you notice the rise in the 
Peoples Gas Light and Coke Company figures for 1941, 
1942, and 1943 as compared with proximate years? 
A. Well, they were about the same level for the years 
1940-42, and then 1943 was lower than the earlier years, 
and 1944 was still lower than any of the five years. 

Q. Now, Mountain Fuel Supply Company, on page 
2 of the tables supporting Chart No. 22: do you notice 
the range of those figures for the years in question? 
A. Well, the figures for 1941, 1942, and 1943 are higher 
than either the figure for 1940 or 1944. 

[2136] Q. As time passes, using your method, and 
using the lower weights that will become applicable to 
figures found for 1941, 1942, and 1943, your weighted 
averages will drop, will they not? A. Well, I don’t 
know exactly what will happen until you get the two 
component parts of the ratio, and however the figures 
work mathematically, that is the answer. 

Q. Well, as 1941, 1942, and 1943 are pushed fur¬ 
ther into the past, the weight that is given to those 
years, under your method, becomes less? A. Yes, abso¬ 
lutely, because later years will get a higher weight and 
earlier years a lower weight. 

Q. Yes. Now, in setting weights for the future, 
do the market relationships existing in 1941-43 affect 
the return necessary to be allowed to satisfy the in¬ 
vestors? A. Well, in so far as those figures are in¬ 
cluded in an average, they are an ingredient to the an¬ 
swer, but making the arithmetical calculations, they are 
based upon the facts that comprise earnings and the 
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market investment or the market appraisal, the two 
components determine what the size of the factor is. 
The only place where weight has anything to do with 
it is in giving the last year greater weight because of 
recency. 

Q. Well, do people trade in the market on the basis 
of the past average of prices, or in greater degree on 
the [2137] basis of what they expect the future earn¬ 
ings and other pertinent factors to be? A. Well, 1 
think that they are interested in the future, but when 
you study a period of years, as I tried to point out yes¬ 
terday, what happens in one year carries over to the 
next year, so that in using a group of years, I believe the 
figures are highly representative, and reliable. 

Q. You are familiar with the pronouncement of the 
Supreme Court in the Knoxville case, that the experi¬ 
ence of the past can only be considered a guide for the 
future if it bears a reasonable relationship to what may 
be expected to happen in the future, are you not? 
A. Yes, I recall that statement. 

Q. Well, would you say that in setting rates for 
the future, the market relationships existing in 1941-43 
affect the return necessary to be allowed to satisfy the 
investors? A. Well, as I pointed out before, the figures 
used here are those which lend themselves to statistical 
treatment, and which I believe to be an important con¬ 
sideration. Now, in the two figures are many intangible 
items. No. 1, the investor’s appraisal of many items 
which cannot be shown statistically, but nevertheless 
which he gives consideration to, and has a final bearing 
upon the price of the security in the market. 
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On the other hand, in this ratio is the matter of 
earnings which takes in efficiency of management and 
numerous other [2138] items which also cannot be 
measured too directly by statistics. But nevertheless!, 
in combining these two components, you are getting 
automatically a weighting therein as to what the inf 
vestor thinks the future possibilities are, as we discussed 
yesterday. For example, an investor, looking forward 
as to whether there would be a decline in earnings, aif 
uptrend or whatever it might be. 

Q. Well, 1941-43 history didn’t prevent the aver¬ 
age for natural gas companies, excluding pipelines, as 
shown in your Chart 17, from falling from 7.79 percent 
in 1943 to 6.85 percent in 1944; is that right? A. No, 
that is correct. There was a decline in that year. 

Q. Now, to which of those two years, 1943 or 1944, 
would you expect 1946 to most closely conform? A. Well, 
it is a little difficult to answer that. For example, in 
this morning’s paper, there is the statement that the 
market yesterday hit new highs again. What the earn¬ 
ings will be after year-end adjustments it is difficult to 
know. In other words, both these components at the 
moment are moving in one direction or another, and 
what they will be on this method by average by the time 
the figures are available to calculate an average, I don’t 
know. I would be willing to hazard a guess that for 
1946 the figure wouldn’t show a marked change from 
the 1944 level. Whether it will be [2139] higher or 
lower, I am not prepared to say, because, after all, the 
last figure I have here is 1944. I don’t know what the 
1945 figure is yet, because figures are not available. 
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Q. And when the 1945 figures do come out, do you 
expect them to approximate the ’43 figure or the ’44 
figure? A. I would be inclined to say that it might 
range some place between the two, as a final figure. 

Q. You mean higher than 1944, but lower than 
1943? A. Somewhere in that particular field, but not 
much lower, if it goes below the 1944 figure. 

Q. Do you have any calculations to support that 
statement, Mr. Coffman? A. No, as I have repeatedly 
stated here, I do not. 

Q. You have not calculated the earnings price 
ratios based upon 1945 figures for any of the companies 
set forth in your Chart No. 37, have you? A. No, I 
haven’t, because I haven’t the earnings figures for 1945 
on those companies. 

Q. Well, if I should read those figures, so far as we 
have been able to calculate them, and ask you, whenever 
you come back, if you do come upon the stand again, to 
check those figures, and if we are wrong, to tell us about 
that, will that be all right? A. Yes, I will be glad to 
check them. 

Q. Well, if we are wrong, you will come back and 
tell [2140] us that, Mr. Coffman; is that right? A. Yes, 
I will be glad to come back. 

Q. Now, for the Consolidated Natural Gas Com¬ 
pany, the high for the year 1945 was 45.25, the low 
31.25. A. Now, just a minute. You are going to give 
me market prices first and then earnings? 

Q. Yes, market prices and then earnings, and then 
the earnings price ratio. 
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45.25 high, 31.25 low. Average 38.25. The earn¬ 
ings for the 12 months ended September 30,1945, $2.87, 
earnings price ratio 7.50. And that compares with 1944 
earnings price ratio for the Consolidated Natural Gas 
Company of 9.85, as shown on your Chart No. 37. A. All 
right. 

Q. Lone Star Gas Company: high 15%, low 10^4, 
average 13%, earnings for the 12 months ended Septem¬ 
ber 30, 1945, 92 cents, earnings price ratio 6.94 as com¬ 
pared with 9.52 for 1944 as shown on your Chart No. 37. 


I might say that in all the other illustrations that I 
am going to give the high and the low is for the full year 
1945 while this is for the period ended November 28 as 
taken from the Commercial and Financial Chronicle, 
that is, the Lone Star Gas Company. A. All right. 

Q. Now, the next one that we have is Montana 
Dakota [2141] Utilities Company. The high is 13, the 
low 10%, the average 11%, earnings for the 12 months 
ended September 30, 1945, 95 cents, earnings price ratio 
8.17 as compared with 9.29 as shown in your Chart 37 
for the year 1944. A. All right. 


Q. Oklahoma Natural Gas Company: high 44%, 
low 29%, average 36%, earnings for the 12 months 
ended August 31, 1945, $3.50, earnings price ratio 9.52 
as compared with 13.19 for 1944 as shown on your Chart 
No. 37. A. All right. 


Q. Pacific Lighting Corporation: high 60%, l<j>w 
48, average 54%, earnings for the 12 months ended Sep¬ 
tember 30, 1945, $3.13, earnings price ratio 5.77 as com¬ 
pared with 7.55 for 1944 as shown in your Chart No. 37. 
A. All right. 
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Q. United Gas Corporation: high 16%, low- 9%, 
average 13, earnings 92 cents, earnings price ratio 7.08 
as compared with 8.81 for 1944 as shown in your Chart 
No. 37. 

I might say this that all earnings figures are taken 
from Moody’s Supplement for 1945, and all prices are 
from the New York Times financial pages, except the 
one relating to the Lone Star Gas Company, which was 
taken from the Commercial and Financial Chronicle. 
A. Yes. 

Q. Now, the El Paso Natural Gas Company: high 
48% [2142] low 34%, average 41%, earnings for the 12 
months ended September 30, $3.28, and the earnings price 
ratio 7.93 as compared with 11.48 for 1944 as shown in 
your Chart No. 37. 

Northern Natural Gas Company: high 47%, low 
34%, average 41%, earnings for the 12 months ended 
September 30, 1945, $3.99, earnings price ratio, 9.67 as 
compared with 11.63 for 1944 as shown in your Chart 
No. 37. A. All right. 

Q. Panhandle Eastern Piptline Company: high 
39%, low 291 / 2 , average 34%, earnings for the 12 months 
ended September 30, 1945, $3.32, earnings price ratio 
9.59 as compared with 15.06 for 1944, as shown in your 
Chart No. 37. 

Southern Natural Gas Company: high 24%, low 
17, average 20%, earnings $1.93 for the 12 months ended 
September 30, 1945, earnings price ratio 9.30 as com¬ 
pared with 12.16 for 1944, as shown in your Chart No. 37. 

And I might say that these were all of the cases 
where we could get the earnings for 1945. And, as I 
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say again, if we are wrong, you will correct us? A. Yes, 
sir. 

Q. Do you still think that the 1945 figures will be 
higher than 1944, when every illustration that we have 
been able to adduce shows that those figures are lower 
than the 1944 figures? A. Well, I think we are talking 
about different things [2143] at the moment. When you 
raised the question, you were talking about Chart 17, I 
believe, and your specific point related to the fact that 
the 1943 figure was 7.79 and declined to 6.85. Now, that 
particular figure is an over-all capital risk figure, and 
you are now giving me earnings price ratio on common 
stock. So I still say we are talking about different 
things, and I can’t tell you what the answer is. I will 
stick by my original answer until I get the facts. 

Q. Directing your attention to Chart No. 19, where 
does the figure of 8.25 as used in the average of natural 
gas companies, excluding pipelines, come from? 

I 

I might direct your attention to the tables for Chart 
17, I believe, page 7, where the figure seems to be 8.17. 

A. If I understand your question, the figure shown 
in table supporting Chart 17 on page 7, of 8.17, is a 1944 
figure, and the figure you are referring to was the aver¬ 
age of 8.25— 

Q. Well, if I may interrupt, on page 7 of the tables 
supporting Chart No. 17, that is the average of the per¬ 
centages for each company, and I believe they are the 
same figures as shown on your Chart No. 19. But here 
the average is 8.17, and on Chart No. 19 it is 8.25. A. I 
can’t tell at the moment. There must be some typo¬ 
graphical error. It is 8.17 on page 7 of tables supporting 
Chart 17. I will have to check the figure. 
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Q. Would you check that, Mr. Coffman, and tell us 
which [2144] is correct, 8.17 or 8.25, so our record is 
straight on that point, if there is an error involved? 
A. Yes. 

Q. And the figure 6.95 as used for manufactured 
and mixed gas distributing companies: I direct your 
attention to Table 17, page 6, which shows 6.97. Will 
you tell us also which of those two figures is the proper 
figure? A. I will. 

Q. Now, these figures, again, are averages of aver¬ 
ages, are they not? A. That is correct. 

Q. And they are not weighted for the varying 
sizes of the constituent companies, are they? A. That 
is correct. 

Q. Now, directing your attention to Chart No. 20, 
I notice in your tables supporting Chart No. 20, that at 
least three so-called Rockefeller companies are included. 
The National Fuel Gas Company shows no debt or pre¬ 
ferred stock outstanding. The Interstate Natural Gas 
Company shows no debt or preferred stock outstanding, 
and the Consolidated Natural Gas Company shows debt 
of about 1 percent of its total capitalization. 

Now, on page 1689 of the transcript you spoke of 
the unusual capital structures of the Pittsburgh & West 
Virginia and Kentucky West Virginia Companies, and 
point out that the [2145] former has only common stock, 
and the latter has no bonds and more preferred stock 
than common stock. Would you consider that the in¬ 
clusion in Chart 20 of the National Fuel Gas Company, 
the Interstate Natural Gas Company, and the Consoli¬ 
dated Natural Gas Company, all of which have little or 
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no debt, interferes with your attempt to determine a 
more representative capital distribution for the subject 
companies? A. I don’t believe it leads to any confusioh 
nor does it unduly influence the figure for the reason 
that a company which is all common stock, other things 
being equal, will tend to have a ratio which will approach 
the over-all investor’s appraisal of all capital in a com¬ 
pany which has bonds, preferred stock. And the reason 
is that with common stock you have no prior claim or 
anything, no additional risk ahead of you, so that the 
common stock ratio is lower. 


Q. But so far as your capital structure is con* 
cemed, the inclusion of companies which have no bonds 
in their capital structure would distort your averages, 
wouldn’t it? A. Well, to the extent that there is only com¬ 
mon stock in one company, that obviously will increase: 
the relative percentage attributable to common stock ir 
the over-all figure. 

Q. Now, in making your answer, that is, as to a 
more representative capital distribution for the subject 
companies, did you consider that five out of the 13 com¬ 
panies in the list [2146] of natural gas companies, ex¬ 
cluding pipeline companies, shown in your tables sup¬ 
porting Chart 20, showed debt of over 48 percent of the 
total capitalization? A. Well, I have just made a sta¬ 
tistical tabulation. My figures fall where they will. I 
haven’t calculated the percent in each case. I don’t know. 
I merely, as you know, have taken the entire 19 com¬ 
panies and placed their capital on a market appraisal 
basis, and then struck the percentage of each type of 
capital to total capital. 
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Q. And the inclusion of these low-debt companies, 
of course, affects your answer? A. Yes, but where a 
sample as large as this is taken, I think you get a rep¬ 
resentative result One company may be a higher per¬ 
cent in bonds than another, or one company may be all 
common stock. But since 19 companies are being con¬ 
sidered, I believe you get a fairly representative answer. 

Q. Well, the 1 percent for the Consolidated Nat¬ 
ural Gas Company for debt is an abnormal or aberra¬ 
tional figure, isn’t it, and would distort your calculation? 
A. Well, it is true, that figure for debt is low. On the 
other hand, United Gas Corporation is high. 

Q. But no figure rises above the average as far as 
Consolidated Natural Gas Company falls below the aver¬ 
age? A. Well, that may be true, but then there again 
that total is not as large as several other companies 
included in [2147] the list. 

Q. Well, you yourself said, Mr. Coffman, didn’t 
you, that a no-debt capital structure is an unusual capi¬ 
tal structure? Page 1689 of the transcript. A. Well, I 
think it is in the utility industry, as indicated by the 
number that are so capitalized at the present time. I 
am merely stating what the facts are. 

Q. Well, then, in finding what is normal, shouldn’t 
you exclude from your statistical survey those cases 
which are obviously and concededly abnormal? Isn’t 
that the proper statistical method? A. Well, that could 
have been done. The whole point is that having dealt 
with 19 companies I continued the 19 companies 
throughout. 
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Q. Directing your attention to Chart No. 21, Mr. 
Coffman, on page 3 of tables supporting Chart No. 21, 
I notice that the Consolidated Natural Gas Company is 
included for the last two years only. Does it not distort 
the representation of the public’s appraisal, to include 
an unseasoned company such as that one? A. Well, I 
don’t know as it does. In the first place, as I have indi¬ 
cated in the chart itself, the number of companies varies 
in the last two years, from the preceding seven. In any 
event, it couldn’t carry that much weight, and when you 
say “seasoned,” I don’t know. It was merely a 
[2148] distribution there of shares. It wasn’t a ques¬ 
tion of a new company just being established, and so 
forth. 

Q. Well, did you notice that the earnings price 
ratio shown for the Consolidated Natural Gas Company 
in 1943 was 12.42, and dropped in 1944 to 9.85 percent, 
according to the table? A. That is correct, but there 
again, as I have admitted throughout my testimony, any 
one period or any one year may be wrong, but I think, 
taking a series of years, the answer is a fair result. 

Q. Well, and that in 1945 Consolidated Natural 
Gas Company’s ratio further dropped to 7.50 percent, 
if our figures are correct. A. That is correct, and if it 
should continue on my basis, why, that will be given its 
proper weight in the end figure. 

Q. And you notice that the earnings in 1944 for 
this company fell almost $1,500,000, from $9,105,000, 
shown in 1943; that is correct? A. That is correct. 

Q. Yet the average market price rose, as the se¬ 
curities became more seasoned; is that right? A. Well, 
I will say that they rose in 1944 over 1943. 
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Q. And they rose despite the drop in earnings? 
A. That is right. 

[2149] Q. The market values for Consolidated Natural 
Gas Company cannot have covered the entire 12 months 
in 1943, in the light of your footnote A on the table sup¬ 
porting Chart 21 on page 3, can they? A. Yes, those 
are full year figures, ended December 31, 1944. 

Q. No. I said the entire 12 months of 1943. 
A. Oh, no, they are not. 

Q. I see. The stock was issued on October 15, 
1943, according to Moody’s Manual for Public Utilities, 
1945, page 867. And if that is incorrect, why, I wish you 
would check that and report back on it. A. All right. 

Q. Do the earnings apply to the whole year? For 
Consolidated Natural Gas Company’s stock? In 1943, 
that is. A. Well, the $9,105,000 is a full year’s figure, 
and the $7,628,000 is a full year’s figure. 

Q. And they were the earnings, then, not of the 
Consolidated Natural Gas Company itself, but the earn¬ 
ings of its predecessor company for the year 1943? 
A. They were an estimated consolidated net income 
figure. 

Q. And, therefore, the high and the low prices are 
for only a two-months period, or so, and the earnings 
cover an entire 12-months period? [2150] A. That is 
correct. 

Q. And wasn’t the Southern Union Gas Company 
newly organized or reorganized in 1943 also as indicated 
in Footnote (a) of page 3 of the tables supporting Chart 
No. 21? A. Yes, that is correct. 
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Q. And the United Gas Corporations stock was 
first issued in late 1944, as indicated in your Footnote 
(b) on the same page; isn’t that so? A. That is correct. 

Q. Now, doesn’t the inclusion of these unseasoned 
companies tend to distort the averages shown ? A. Well, 
if, in the individual year in which they are included, 
their average should be out of line a little, it would have 
some effect, but being grouped with 18 other companies, 
the amount of the effect would be very small. 

Q. If a company was engaged in a rate hearing 
during the period surveyed, might that not tend to raise 
the percentage shown? A. Well, I have just answered 
it. It might have some effect, but it would be a small 
effect, because, in the first place, dealing with a five-year 
period, and, secondly, with 19 companies, the effect of 
any one company is very little in the end result. 

Q. Well, the figures themselves are relatively low, 
that is, they range below 15 percent in all instances, so 
that [2151] the effect of any one company necessarily, 
while not in itself large, may be relatively important; 
isn’t that so? A. Well, and in addition to that, the fact 
that the difference between any one figure, on an aver¬ 
age, for the five-year period, for a single company, will 
not be too far out of line with the figure for any other 
company on the same basis, so that obviously when you 
taken an average for five years, you can’t get much of a 
discrepancy in the result because one single company 
was added, even if you say it is unseasoned. 

Q. But it has some effect, though, on your figures? 
A. Oh, it will have an effect, but I say a small one, at 
best. 
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Q. Now, the Washington Gas Light Company, 
which was used on page 2 of the tables supporting Chart 
No. 21, was engaged in a rate controversy, was it not, 
during the period shown in your table? A. Yes, I think 
it was in the latter part of 1944 or 1945. I forget now. 

Q. But it was during the time which is covered by 
your table; is that right? A. I believe so, yes. 

Q. And the Panhandle Eastern Pipeline Company, 
which is used on page 4 of the same tables, was also 
engaged in a rate controversy; is that right? A. Within 
the period shown, yes. 

[2152] Q. And in the Panhandle case you know, of 
course, that the United States Supreme Court upheld 
the Federal Power Commission’s order under which the 
Panhandle Eastern Pipeline Company was compelled to 
make a large refund? A. Yes, I realize that. 

Q. Now, did you use earnings for this company, 
that is, the Panhandle Eastern Pipeline Company, which 
include amounts which were compelled to be refunded? 
If you don’t have the answer now, Mr. Coffman, would 
you find that for us and report on it at a subsequent 
date? A. I can’t tell here from the facts I have, so 
that I will have to check it. 

Q. And did you know that in the case of the 
Southern Natural Gas Company there is a rate investi¬ 
gation now pending before the Federal Power Commis¬ 
sion? That is Docket G-479 of the Federal Power Com¬ 
mission. A. I was aware of that. 

Q. You were aware of that? A. Yes. 

Q. Directing your attention to Chart No. 22, the 
average figure shown in each box in Chart No. 22 is a 
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simple arithmetic average; is it not? A. It is a simple 
arithmetic average of the averages which have Wen 
worked out on the weighted basis. 

Q. It gives no weight to the size of the individual 
[2153] companies nor to the changes in the amounts 
applicable to a particular company as between the suc¬ 
cessive years; is that right? A. Well, the same answer 
applies as before, except in so far as the original data 
was weighted, from which an average was calculated, 
and then an average was taken of an average, it includes 
that much of a weighting. 

Q. And that is the only weight that is given in 
these calculations? A. That is correct. 

Q. Have you any comparison between the capilnl 
structures of the three groups of utilities here shown? 
A. Do you mean actually per books? 

Q. Do you have it available in any place in your 
Exhibit 84? A. No. You are referring there to the 
capital structure per books? 

Q. Yes, per books. A. No, I do not have suih 
comparison. 

Q. Now, are the earnings used in compiling title 
tables which support this chart, earnings for the re¬ 
spective calendar years? A. Yes, they are. 

Q. And the market prices used, I take it, were 
averages of the highest and lowest prices occurring in 
the same calendar [2154] year for which the earning 
are taken; is that right? A. That is right. 

Q. Directing your attention now to Chart No. 214, 
Mr. Coffman, you show Consolidated Natural Gas Com- 
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pany, in Chart No. 24, as having reached the age of 46 
years, hut on page 3 of tables supporting Chart No. 21, 
you include earnings and market value for 1943 and 
1944 only. Is that true? A. That is correct, for the 
reason already given, that the stock was not distributed 
until 1943, but the company had been in existence for 
a longer period. 

Q. You mean the predecessor company had been 
in existence? A. That is right. 

Q. And similarly you show the Southern Union 
Gas Company as being 12 years old in Chart 24, but 
you use figures for two years only in Chart 21, page 3? 
A. Yes, that is correct. 

Q. And you show United Gas Corporation as be¬ 
ing 14 years old in Chart 24, but use only one year’s 
market figures, and earnings in Chart 21. Now, is that 
right? A. Yes, that is correct. 

Q. Now, if you are going to use these three com¬ 
panies as long existing in one chart, that is, Chart No. 
24, ought you not to use figures in Chart 21 for the 
predecessors back through 1936? [2155] A. I don’t 
know as that follows at all. If the figures on stock 
prices and earnings had been available for longer 
periods, they would have been used. They didn’t happen 
to exist. But the age of the assets of the company, al¬ 
though it takes on a different corporate structure, had 
been in existence. So I see nothing wrong in that par¬ 
ticular calculation, when this is merely one test out of 
a number of statistical approaches. 

Q. In other words, the corporate entity, which was 
a predecessor of the present corporation, may have ex¬ 
isted, and its date of incorporation was capable of as- 
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certainment, and that is the only reason you considered 
that the company itself was as old as you have set it 
down in the chart? A. Well, I merely mean that the 
new corporate setup takes over a predecessor company’s 
assets. All of those assets exist. However, if the stock 
had not been in the hands of the public before, there 
are no quotations. 

Q. Well, in some of your charts, Mr. Coffman, then, 
a company is shown as old, and in other charts it is 
shown as new. A. No, so far as the age is concerned, 
it is consistent throughout on this particular test, for 
each company. 

Q. But why isn’t it consistent, then, in your other 
charts? Shouldn’t you be consistent in your treatment 
of these companies? If they are old, as far as age js 
concerned, they are old so far as earnings history is 
concerned. [2156] A. Well, but the earnings were not 
available to the public for the earlier years, so that you 
could not use them, nor could I get a quotation. So how 
could I use them at all? 

I 

Q. In other words, your method is defective, but 
you are unable to control it; is that right? A. I don’t 
think it is defective, because I don’t believe that where 
you are considering a company in a year for the first 
year in which quotations were available, and earnings 
were available to the public, so that you can make a 
calculation, that you put that company into the series 
at the time, that it distorts the picture at all, for the 
reasons already given. So I don’t think it is defective. 
I think it is exactly what should be done. The more in¬ 
formation becomes available on more companies, the 
more companies should be included. 
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Q. Directing your attention to Chart No. 25, and 
to the tables supporting that chart, is the figure of 71.9 
percent shown on page 1 of the tables supporting Charts 
Nos. 25 to 31, for percentage of gross income paid out 
in dividends and interest by Consolidated Natural Gas 
Company, based on the 1940-44 average as shown in 
parentheses above the table? A. No, I think that par¬ 
ticular figure is for one year, but carries a weight of 1 
in the four-year average. Because the figures were not 
available for the earlier years, if I remember correctly. 

[2157] Q. Look at your tables supporting Chart No. 
22, at page 2, and I ask you if it isn’t a fact that the 
weighting factor which was given Consolidated Natural 
Gas Company for the years 1943 and 1944 on that chart 
are not 4 and 5, respectively? A. Yes, that is correct. 

Q. And on the tables supporting Chart No. 25, is 
there any weighting for operating revenue or for gross 
income or for any of the other calculations on that table? 
A. No, there is no weighting. 

******* 

Q. Mr. Coffman, the last question related to the 
tables supporting Charts Nos. 25 to 31. The figure of 
6.9 percent shown on page 1 of that table for Consoli¬ 
dated Natural Gas Company. A. Tables supporting 
what charts? 

Q. Charts 25 to 31. A. I have it. 

Q. Do you have that figure? A. I have page 1 on 
supporting charts 25 to 31, and the figure is what? 

Q. 6.9 percent. [2158] A. For Consolidated 
Natural? 
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Q. That is right. It is under “Percent of Gross 
Income to Total Capitalization.” A. Yes, I have it. 

Q. Now, is that based on a 1940 to 1944 average? 
As indicated in the parentheses above the table? A. That 
is based upon the operating revenue for four years, 1940- 
44, as shown on page 2 of the tables supporting Charis 
25 to 31, in which the average of $57,283,000 is shown as 
the average for the four years, which is the basis of the 
calculation. 

Q. I thought it was gross income to total capital¬ 
ization, Mr. Coffman, and it doesn’t have the operating 
revenue there as a component. A. Well, but the grois 
income also, in Item 2 on page 2, is shown as amounte 
for each individual year and an average taken of 
$9,107,000. 

Q. The total capitalization is only given for two 
years for Consolidated on page 2? A. That is right. 

Q. And that average is $123,681 isn’t that right}? 
That is, adding $122,988 to the other figure and dividing 
by 2. No. 4 of page 2 of your tables supporting charis 
Nos. 25 to 31. A. Yes, that is correct. 

Q. While the numerator of the fraction would 
[2159] $8,600,000, which is the average of $9,477,000 apd 
$7,723,000. under gross income for 1943 and 1944? A. 
That percentage is based upon the 1943 and 1944 figures 
taken as an average for the two years. 

Q. On that same table for the Consolidated Natural 
Gas Company, the next three columns—that is, those 
showing 9.3 percent, 57.2 percent, and 99.4 percent, they 
are none of them based upon the 1940-44 average; is that 
right? A. No, they are based on the 1943-44 average. 
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Q. I see. Now, are the first two columns on the 
tables supporting Charts Nos. 25 to 31, page 1, for Con¬ 
solidated Natural Gas Company, that is, those respecting 
operating revenue and the percentage of gross income 
to operating revenue, based on the full five-year aver¬ 
ages? A. Yes, they are. 

Q. So that some of the figures in the table reflect 
the five-year experience of the company or its predeces¬ 
sors, and the other figures in the table represent the ex¬ 
perience of the Consolidated Natural Gas Company only, 
and in a period less than the five-year span; is that right? 
A. That is correct, and because the other calculations 
are dependent upon certain things which could not be 
made until the stock was distributed to the public. 

Q. I direct your attention to Chart No. 26, and the 
table supporting the same. I notice that you give dollar 
[2160] figures of gross income in the table to support 
Chart No. 26, but you do not spell out what is deducted 
from operating revenues in order to secure what you call 
gross income. Will you please define gross income as 
you have used the term in preparing this chart and sup¬ 
porting table material? A. Well, I am not sure that I 
have that figure here for the company. I think I will 
have to go back to the original data and get the deduc¬ 
tions, if you want them itemized. 

Q. Well, I was asking for your definition of gross 
income, and at the present moment you are not prepared 
to tell us; is that right, Mr. Coffman? A. No, I can’t tell 
you, as to individual items. 

Q. Is it a figure, after all income and excess profits 
taxes, that is your gross income figure? A. It is a figure 
after deducting operating expenses and maintenance, de- 
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preciation, amortization and depletion, Federal income 
tax and other taxes. And some minor figure for either 
other operating income or deductions. 

Q. And in the figure of Federal income taxes, you 
also include the excess profits tax? A. Well, I am check¬ 
ing this back against 1944, and I don’t know whether it 
includes some excess profits tax or not, but if the com¬ 
pany was subject to it, it would include it. 

Q. I see. Now, does it include non-operating or 
other income? [2161] A. Yes, it does. 

Q. Now, in the case of the Consolidated Natural 
Gas Company, the company had a $4,605,826 fire loss in 
1944. Is your figure of gross income arrived at by includ¬ 
ing that item as an operating expense for the year? In 
order to save time perhaps, Mr. Coffman, I direct your 
attention to Moody’s Manual for 1945, pages 966 and 967, 
and ask you to look at the figures at the bottom of pages 
966 and 967, and ask you if they do not show that the 
fire loss is included as a deduction under which your 
figure of $7,773,000 is arrived at in your table. A. Yes, 
I have just checked it from other figures. It does. 

Q. Do you consider that the percentage figure for 
Consolidated Natural Gas Company in the tables sup¬ 
porting Chart 26, so far as the gross income figure is con¬ 
cerned, is a proper representation of the company’s ex¬ 
perience, in view of the inclusion of non-recurring fire 
loss in making your calculation? I may preface that. 
You don’t doubt that that fire loss is connected with the 
East Ohio explosion, do you, Mr. Coffman? A. No. 

That figure would change the percentage. 

Q. I see. And that figure changes the percentage 
in the four columns in which gross income is a compon- 
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ent, on page [2162] 1 of the tables supporting Charts 
Nos. 25 to 31? A. That is correct. 

Q. Now, Mr. Coffman, directing your attention to 
the comparability factors and the testimony thereon in 
your testimony, let me ask you if your statement on page 
1697 of the transcript as to the significance of the factors 
adds anything to your earlier statement on page 1663 of 
the transcript. A. Well, on each page, namely, 1697 and 
1663, you are referring to the statement that I make in 
regard to measures of test in determining risk. 

Q. That is right A. And the two statements are 
the same on each of the two pages. It is merely a reitera¬ 
tion of position on page 1697 to what I had stated on 
page 1663. 

Q. Now, except as you may have elaborated on that 
in your cross examination, when Mr. Goldberg examined 
you on cross examination, you have no other statement 
as to the importance of these various criteria, do you? 
Do you have any statement to elaborate further on it, 
Mr. Coffman? A. Well, the only further statement I 
might make is by expanding the statement, and I thought 
I had made it clear that in selecting these nine tests, 
they were, so far as I could see, the principal items which 
could be treated statistically and that no one of them, 
in and of itself, is a criterion [2163] to a result, but the 
nine, I believe, taken together, do give further informa¬ 
tion which is helpful and should be used in a study of 
this kind. And they, in turn, give weight, in my opinion, 
to certain intangibles which the investor takes into con¬ 
sideration at the time he is considering making an in¬ 
vestment in a security, and other intangibles are meas¬ 
ured in the earnings factor where earnings are either 
higher or lower, depending upon efficiency of manage- 
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ment and other factors which bear upon earnings. So 
that in using the ratios that I have used, bearing upon 
prices, on the one hand, and earnings, on the other, arid 
making these nine tests for selecting of companies which 
are more comparable to subject companies, I think there 
is a very good basis for arriving at a sound answer. 

i 

Q. Does your explanation indicate whether a high 
or low figure, in any of the comparability factors, is de¬ 
sirable or favorable? A. No, I am not trying to indicate 
that. What I am attempting to do is to present statis¬ 
tics which I think are important in a study of this char¬ 
acter, and whatever the arithmetical results prove to be, 
I am merely showing them. 

Q. And your explanation, then, doesn’t indicate 
when a percentage figure becomes a dangerous figure? 
A. I wouldn’t say that it did. I am merely saying that, 
considering all the companies upon which I could get in- 
forma-[2164] tion to work out the ratios and the tests 
that I used, show a given or a final arithmetical result, 
be it high or low, and the importance I attach to it is that 
if various utility companies or other companies, for that 
matter, are to be financed by the public, then, I say that 
the investor’s phase of the problem must be considered 
since he has the alternative of going into one security 
and making an investment in one company as against 
another. Therefore, that fact must be taken into consid¬ 
eration, regulated industries against non-regulated in¬ 
dustries, or against capital being driven away from the 
regulated industry. 

Q. Your explanation, then, doesn’t indicate any dif¬ 
ference in importance as between these various factors 
that you have set forth? A. No, I just stated each one 
for what it is worth in order to find out, of the 19 com- 
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panies, which, on that particular test, might come closest 
to the subject companies. And then I go on to the next 
test. But no one carries any more weight than the other. 

Q. Do you consider, then, that all the factors are 
equally important? A. Well, as I have treated them, I 
think that is the conclusion to be drawn. 

Q. Now, what consideration did you give to the 
different operating conditions under which the various 
companies carry [2165] on their business? A. Only to 
the extent that earnings would give some indication of 
that. And I studied generally the facts surrounding each 
company as to the territory it served, the number of cus¬ 
tomers served, but those matters not lending themselves 
to statistical treatment, the only weight they carry is in 
so far as those items might have a bearing upon earn¬ 
ings, being up or down. 

Q. I see. Then, directly, geographical considera¬ 
tions, so far as your method is concerned, do not affect 
the comparability of the companies? A. That is correct, 
because the comparability that I arrived at is by these 
nine statistical tests, each treated on its own merits. 

Q. Now, is it your impression that interest rates 
have historically been somewhat higher west of the Mis¬ 
sissippi than they have been in the eastern part of the 
United States? A. I believe generally that is true. 

Q. Would varying inter-corporate relations affect 
comparability? A. Well, they might, although where 
they did, I believe that would be registered in the earn¬ 
ings in one way or another. 

Q. Would the fact that some companies are sub¬ 
sidiaries of a holding company and others are not affect 
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comparability? [2166] A. I should think it might, but 
there again the earnings component would register some 
of that, if it did. 


Q. Well, would the fact that one company has a 
tie-up that gives it an assured outlet for its gas for years 
to come and another does not have such a tie-up affect 
comparability? A. I would think so, but there again a 
good portion of that will be registered in the earnings 
figure. 


Q. Would it be better to find the one company most 
comparable to Pittsburgh & West Virginia and the coih- 
pany most comparable to Kentucky West Virginia and 
use those as guides, rather than to go by a composite ex¬ 
perience made up of companies that operate in the Rocky 
Mountains far from large markets or in the far south¬ 
west, Texas, for example? A. No, sir, I think that 
would be most dangerous. In the first place, I don’t be¬ 
lieve there is such a company, to start with, because no 
two, even of the 19 that I have studied, indicate dirept 
comparability as you mention it. That was the reason 
that I took the tests I did, so that I could get two or three 
companies close, so that maybe as a composite they 
would pretty much approximate this one company, or 
the two subject companies, but to select one company as 
a guide, I think would be very dangerous. 

Q. Well, in your method of selection, though, there 
was a high degree of discretion vested in you, wasn’t 
there, Mr. Coffman? That is, you set up the standards 
yourself? [2167] A. Well, from test to test. In one 
case I would take limits, for instance, gross income, add 
try to get other companies of the 19 which more closely 
approximated the subject companies. That was as near 
out of the 19 as I could get. Then, on another test I g6t 
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as near again as I could get, and I feel it is much sounder 
and safer to rely on numbers that way than it is to single 
out one company and say, “That is a guide.” 

Q. Well, depending upon the criteria or the limits 
of those criteria that you set up, I say dependent on that, 
was the weight to be given any one company in this 
group; is that not right? A. No, when I finally got the 
closest companies on each test, I took those as a group, 
and then, in working this out, depending on the number 
of observations made for the nine tests that carried 
weight in the end figure, which I thought was the safest 
statistical procedure. 

Q. Does the Pittsburgh & West Virginia Company 
fall within the extremes of age, as found for any of the 
companies studied, whether pipeline or non-pipeline? I 
direct your attention to— A. That is Chart 24 you are 
referring to? 

Q. Yes, Chart 24. A. Chart 24 would indicate the 
50-year age on Pittsburgh & West Virginia, and in nat¬ 
ural gas companies, excluding pipe-[2168]lines, there are 
three companies that show age of 37 years up to 46 years, 
which are the closest in age of any shown. 

Q. But the Pittsburgh & West Virginia, of course, 
is above the age for any other company? A. That is cor¬ 
rect, so I took the nearest to it that I could get. 

Q. Does Pittsburgh & West Virginia fall within the 
extremes found in respect to gross incomes to operating 
revenues for any of the other companies? That is Chart 
26. A. There the Pittsburgh & West Virginia is the 
lowest of any of the 19 companies, so again it was the 
problem of taking those companies which most closely 
approximated such figure, it being the lowest of any. 
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Q.. How about the percent of gross income paid out 
in dividends and interest on Chart No. 27? A. In that 
case, there being no dividends, there was no observation. 


Q. In other words, it didn’t fall within the range of 
any of the other companies? A. That is right, so that 
particular test was not applicable to that particular sub¬ 
ject company on an observation basis. 

Q. What about the percent of depreciation reserve 
to gross property, on Chart No. 30? A. Well, in that 
instance, Pittsburgh & West Virginia is [2169] higher 
than any of the other companies, there only being two 
closely approximating it, and in the Kentucky West Vir¬ 
ginia case there might be three, but there again both 
subject companies are higher than most of the others of 
the 19 companies. 


Q. So that out of the nine criteria used to establish 
comparability, Pittsburgh & West Virginia is not within 
the extreme range covered by a single one of the 19 comj 
panies used for comparison in four classifications; is that 
not right? A. Well, except that one can always take the 
nearest that you can get, and since the 19 companies 
covered all the companies upon which I could get infori 
mation, I couldn’t go beyond my data. 


Q. But my question is still capable of a yes answer; 
isn’t that so, Mr. Coffman? That is, that of the nin| 
criteria used to establish comparability, Pittsburgh & 
West Virginia is not within the extreme range covered 
by a single one of the 19 companies used for comparison 
in the four classifications I mentioned? A. No, that isn’t 
subject to a yes or no answer. If you will refer to Chart 
35 or Charts 34 and 35, one for each of the subject com¬ 


panies, you will see there the number of observations op 
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each test that was made for each subject company. So 
that it is evident that in each case I took the nearest in 
each test that I could find the subject company. 

[2170] Q. Yes, that is, according to your criteria as 
set up by you, that is the limits of that criteria. A. That 
is right. 

Q. But on the mathematical statement that I have 
made, isn’t it true that the Pittsburgh & West Virginia 
doesn’t fall within the range shown on your charts for 
the other companies in these four criteria, as a mathe¬ 
matical statement, or as a mathematical matter? A. 
Well, in age, Pittsburgh & West Virginia, is highest. That 
is one I presume you refer to. 

Q. That is one, yes. So then it doesn’t fall within 
the range of any of the other companies? It is above 
that range? A. It is above that range, but you can still 
take the closest company thereto. 

Q. And as to the other three factors, it is also not 
within the range; isn’t that so? A. That same thing is 
true with the qualification that when that condition ex¬ 
ists you can take the next closest figure you can get, the 
next company. 

Q. What I mentioned would also be true as to the 
Kentucky West Virginia Company as to the percent of 
common and surplus to total capitalization, and percent 
of natural gas produced to total gas handled; isn’t that 
so? I think you can get that from Chart 33 in summary 
form. [2171] A. Well, those two items are correct. 

Q. Now, on Chart 33, and referring to the criteria 
there set forth, would you point out, for instance, in re¬ 
lation to age, what is a favorable and what is an unfa- 
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vorable factor? Is a high age a favorable factor or is a 
low age a favorable factor? A. Well, it might work 
either way. It might work both ways. 

Q. And in your computation, have you given it any 
qualitative weight? That is, a high or a low age? A. No. 

Q. And how about operating revenues? Is a low 
or a high operating revenue factor favorable? A. Well, 
you can’t say without knowing the other factor^, 
whether it is or not. 

Q. Well, as to percent of gross income to operating 
revenue, is a high or low percentage a favorable factoif? 
A. Well, generally speaking, I would think that tljie 
higher percent would be more favorable than a lower 
percent. 

Q. And as for percent of gross income paid out jn 
dividends and interest, is a high or a low figure a favor¬ 
able factor? A. There it is hard to say. A high (inci¬ 
dent rate temporarily might be favorable to the investor, 
but, on the other hand, it might be in the nature of a 
liquidating divi-[2172]dend, which might mean that the 
company was eventually going out of business. A low 
dividend or perhaps no dividend for a while might be a 
sound procedure and might be favorable. 

Q. Well, your method does not weight the favor- 
ability or unfavorability of the factor? A. That is cor¬ 
rect; the tests, as I have stated, were merely used to get 
those companies on each basis which most closely ap¬ 
proximated on that basis the subject companies, arid 
then that, in turn, was used to work out the over-all in¬ 
vestor’s appraisal of risk. 

Q. How about your percent of gross income to total 
capitalization? Is a high or a low figure there a favo|- 
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able factor? A. Well, there again it is difficult to say. I 
would have to know the facts on each. 

Q. And the percent of gross income to net prop¬ 
erty? What about that factor? A. Well, generally 
sp eaking , I would say that a higher ratio would be a 
favorable factor, but I wouldn’t stand on that statement 
alone until I had further analysis. 

Q. And what of the percent of depreciation re¬ 
serve to gross property? A. Well, it is difficult to say 
whether that is favorable or unfavorable. Looking at it 
from the investor’s point of view, that is. 

[2173] Q. An d the percent of common and surplus to 
total capitalization: would you say that a high or low 
figure there is a favorable factor? A. There can be 
several answers given to that again. It depends upon 
circumstances and conditions. For instance, there has 
just been a series of bond issues read off to me yester¬ 
day about companies refinanced with a debt of 80 per¬ 
cent of its capital. Whether that is favorable or not re¬ 
mains to be seen. I think it is unfavorable. 

Q. In other words, a high figure would be favor¬ 
able under that category, in your estimation; is that 
right, Mr. Coffman? A. Well, yes, if you are talking 
about an extreme case, as I think Tennessee is at the 
moment, starting at 2 percent, I would say anything 
from 2 percent up to something reasonable to the capital 
structure, I would say was favorable. 

Q. How about natural gas produced to total gas 
handled? A. Well, that depends upon contractual ar¬ 
rangements, and so on. That percentage of a loan, in 
and of itself, I wouldn’t say was either favorable or un- 
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favorable. It could be one or the other, depending on 
other circumstances. 

I 

Q. Directing your attention to Chart 27, Mr. Cow¬ 
man, what is the significance of the percentage of gross 
income paid out in dividends and interest? A. The only 
significance is that various companies, [2174] various 
managements have different policies in regard to divi¬ 
dends, and this is just one measurement that an investor 
would look at to see what the policy was in one com¬ 
pany against another, and, therefore, I used it as one 
test. It is a test, again, to see what companies most 
closely approximate the subject company, and where tljie 
subject company has no dividends, why, none of them 
approach it. 

Q. Does the 106.1 percent of gross income paid 
out in dividends and interest by the National Fuel Gas 
Company constitute an adverse or a favorable factor? 
That is on Chart 27 and the tables supporting Chart 27, 
at page 1. A. Well, I think that is an unfavorable 
factor, if it is a practice that exists for any length of 
time. It can’t exist for too long. 

Q. In Chart No. 28, Mr. Coffman, so far as the 
Consolidated Natural Gas Company is concerned, tpe 
figure of 6.9 percent cannot represent the 1940-44 aver¬ 
age, can it? I think we have already gone over that 
with reference to another chart. A. That is correct. 

Q. And I believe you also stated, just a while ago, 
that you considered that a high percentage is a favor¬ 
able factor so far as the relation of gross income to 
total capitalization is concerned? Am I correct about 
that? A. I think I said that a higher percent might be 
more [2175] favorable. 
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Q. Wouldn’t you say, Mr. Coffman, that a company 
earning a lesser gross income in relation to total capital¬ 
ization would be considered comparable to the subject 
companies, and of its earnings price ratio used? 
A. When you say lesser, lesser than what? 

Q. I mean a lesser percentage, a smaller percent¬ 
age than the subject companies. A. (No response.) 

Q. Let me elaborate on that You have taken a 
narrow range, or limitation, so far as your compara¬ 
bility factors are concerned, whether or not a company 
falls within any of the criteria. A. Well, on Chart No. 
33 I show that with respect to percent gross income to 
total capital that the range in the whole series was 
5.2,16.5. Subject company, Pittsburgh, was 9.4. Range 
of selection was 8.5-10.5. Well, that 9.4 is right in the 
middle. 

In Kentucky West Virginia, the subject company 
was 8.6 and my range of selection 7.5-9.5. The 8% be¬ 
ing in the middle again, which is the closest of the 
ranges that I could find. I was again trying to get the 
nearest company. 

Q. Well, if a company which had a less favorable 
percentage of gross income to total capitalization, yet 
had a lower earnings price ratio, or, in other words, a 
more [2176] favorable earnings price ratio, wouldn’t 
you consider that that company should be used as one 
of your constituent groups on the basis that if that com¬ 
pany which had a less favorable factor was still able 
to maintain the value of its stock despite that less 
favorable factor, it should be used as a basis of compari¬ 
son for the subject companies? A. That isn’t the basis of 
the test. What I was trying to do was to make various 
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bases of selection to get the closest companies as to 
each of the tests, letting the earnings price ratios an<l 
the ratios of overall capital risk fall where they would! 
In other words, when I got to that point it was arith- 
metic again on the ratios. They fell wherever they 
would. 

Q. Well, you said you let the chips fall where they 
may, Mr. Coffman, but wasn’t it somewhat biased by 
your selection of these ranges? Suppose you had chosen 
a percentage falling below a certain amount, let us say* 
as you have done so far as some of these factors are 
concerned, rather than a percentage falling within cer¬ 
tain limits. You might have arrived at a different re! 
suit; isn’t that so? A. Well, any change from what 
I did is likely to create a different result, but in all the 
items where I could get a figure in each of the nine tests 
which was a range either a little above or a little below 
a subject company, that test seemed to me to be the} 
most reasonable. Now, [2177] where I have put an 
extreme limit on, as for age, for example, where I say 
in Chart 33 range of selection over 30 years, I was 
forced to that because of the reason already given; 
namely, that in the case of Pittsburgh & West Virginia} 
you had a 50-years life and there wasn’t anything higher} 
than that. So I had to take something as an uppermost 
range, and anything over and above that, then, gave me 
certain companies to make a comparison. But in every 
other instance where that is not the case, then, I have 
taken a range because companies fell on both sides of 
the subject companies, so I could get a good selection. 

Q. Well, on Chart No. 35, for instance, you took, 
for operating revenue, the figure under 5 million dollars? 
A. Yes, that is correct. 
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Q. And on Chart No. 34 yon took 5 million dollars 
to 10 milli on dollars? A. Yes, but if you will look at 
Chart 33 you will find the explanation of that. Chart 
33, second line, “Operating revenue,” you will notice 
that the extreme range there is $905,000 up to 57 million 
dollars, and the subject company, in the case of Pitts¬ 
burgh, is $7,400,000, and the range was five to ten million 
dollars. 

In the case of Kentucky, where the actual amount 
was $4,200,000,1 have taken under 5 million dollars for 
the reason that that would give me a minimum of com¬ 
panies to test. 

[2178] Q. Why didn’t you take under 10 million dollars 
for Pittsburgh & West Virginia Gas Company? A. Well, 
because of the fact that it had $7,492,000, to begin with, 
whereas in the case of Kentucky, it had $4,200,000. 

Q. Now, directing your attention, Mr. Coffman, to 
the Pacific Lighting Corporation, on Chart 34, as re¬ 
gards the percentage of gross income to total capital¬ 
ization. A. That is 6.7. 

Q. 6.7, yes. You have not included that company 
under that comparability factor as one of those which 
is comparable to the subject company, Pittsburgh & 
West Virginia Gas Company; isn’t that right? A. That 
is correct. 

Q. Had you found that any company earning a 
lesser percentage of gross income to total capitalization 
would be comparable for rate-making purposes, you 
would have found that the Pacific Lighting Corporation 
was a comparable company; isn’t that so? A. Well— 
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Q. That is, any company earning a lesser per¬ 
centage of gross income to total capitalization than the 
Pittsburgh & West Virginia Gas Company? A. I don’t 
follow that. The Pittsburgh & West Virginia Gas Com¬ 
pany is showing 9.4. 

'[2179] Q. That is right, sir. A. And I don’t under¬ 
stand how you reason down to Pacific Lighting Corpo¬ 
ration which is 6.7. I don’t follow that. 

Q. Well, let me give an illustration of that. You 
will find that the percent of gross income to total capi¬ 
talization of Pittsburgh & West Virginia was 9.4 
A. That is correct. 

Q. Now, suppose you had said that any company 
earning a gross income to total capitalization of less 
than 9.4 would be included in your comparability. A. I 
agree, if I had said that, you would have included Pacific 
Lighting Corporation. But since there were enough 
companies to take a range closer proximate to the Pitts¬ 
burgh & West Virginia Company, I took it. 

Q. Well, here is the point that I am trying to make, 
Mr. Coffman: Pacific Lighting Corporation shows a 
low earnings price ratio; is that right? A. Yes, that 
shows on Chart 36,1940-44, 5.73; and 1944, 5.30. 

Q. On what page is that? A. That is investor’s 
appraisal. 

Q. I am talking of Chart 37. A. And on that 
chart, the 1940-44 is 9.05 and the ’44 figure is 7.55. 
[2180] Q. And, according to our figure, which is sub¬ 
ject to your check, for 1945, it is 5.77. A. Yes, that is 
correct. 
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Q. Now, you said just before that you considered 
a high percentage ratio a favorable factor so far as 
gross income to total capitalization is concerned. 
A. Yes, I say it might be considered so. 

Q. Therefore, isn’t it so that if a company is able 
to maintain its stock at an earnings price ratio less 
than the subject company and still have a percentage 
factor of gross income to total capitalization less favor¬ 
able than the subject company, that the earnings price 
ratio of that company would be comparable to that 
which should be used for the subject company? A. I 
don’t think so, because my whole approach is with a 
view to first considering those items of comparability 
which lend themselves to statistical treatment, and 
working out to find the companies that are most com¬ 
parable to the subject companies under each test, and 
then the figures fall where they will. It makes no differ¬ 
ence. Your method, as I see it, you are working from 
the end result, backwards, because you are starting with 
what the earnings price ratio might be as against a 
particular thing, and that is not what I am interested 
in. I am interested, first, in getting the comparability 
on these tests and letting the figures fall where they 
[2181] will, mathematically. 

Q. Well, suppose you had adopted the limitation 
that I mentioned, anything below a certain amount, and 
it happens, let’s say, that Pacific Lighting Corporation 
has a low earnings price ratio, it might happen that it 
had a high earnings price ratio, but let’s assume that if 
you had adopted my limitation you would have even¬ 
tually come up with Pacific Lighting Corporation as one 
of the comparable companies. A. If I had accepted 
that method, I would have come up with Pacific Light- 
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mg being included in that group of comparable com¬ 
panies. But, as I have explained, in each of these things 
I have attempted to get at least two observations, no 
more than three, because that was the most proximate 
of all the companies of the 19 to the subject companies, 
and in each case, where that is possible, I have kept the 
range within a near figure to the subject company 
itself, as explained on percent gross income to total 
capitalization, Pittsburgh & West Virginia is 9.4. My 
range was 8.5-10.5, which I think to be a very respect¬ 
able range around the 9.4 subject company. And the 
same thing is true of Kentucky West Virginia. Now, 
if you want to say below 10 percent, or below 9 percent, 
or below 9.4 percent, I don’t know how many companies 
would fall in, but there would be quite a few more. |But 
I don’t believe that is sound for this purpose. 

Q. The only point that I was making was thjjt if 
a com- [2182] pany was able to maintain an earnings 
price ratio more favorable than the subject company 
and still had a less favorable comparability factor, under 
your estimate, that that company was even more com¬ 
parable to the subject company than the companies that 
you have included in your group? A. Well, I just dpn’t 
believe that that is true for the reason that when I 
am making one test on percent of gross income to total 
capitalization, that is the test at that point, irrespective 
of what the earnings price ratios are. Now, if we are 
going to work in the earnings price ratios at the be¬ 
ginning, why not select all the companies with the low¬ 
est earnings price ratios and apply it and have the job 
done? 
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[2194] PAUL. B. COFFMAN resumed the witness stand, 

being previously duly sworn, testified further as 

follows: 

[2195] Cross Examination (resumed) 

By Mr. Sharfman: 

Q. Mr. Coffman, in considering the comparability 
of the various companies on your charts to the subject 
companies, did you take into account as to the companies 
that I shall name the factors that I will enumerate, and 
these are the ones: 

Mr. Goldberg : May I have that question read? 

(Question read.) 

Mr. Goldberg: You mean you are going to enumer¬ 
ate the companies and the factors? 

Mr. Sharfman: That is right. 

By Mr. Sharfman: 

Q. The Consolidated Gas Utilities Corporation, and 
these data are mentioned in Moody’s 1945 Manual, page 
1163, that it operates in Oklahoma, Kansas and Texas; 
that its industrial sales for 1944 were nearly half of its 
total sales, and that its stock did not sell above two and 
a quarter between 1940 and 1942. A. The price range 
for 1940 through 1942 was from a low of one and an 
eighth to two and a quarter as a high. 

Q. Now, in determining the comparability of this 
company, did you take any of these factors that I have 
mentioned into account? A. Well, I was aware of the 
factors, but the ones [2196] that I actually used were 
the nine tests which have been specified. 
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Q. Now, as to the Lone Star Gas Company and 
these data are found in Moody’s 1945 Manual, page 228 
and following pages, it indicates that the company was 
in reorganization proceedings under the Securities Bi¬ 
change Commission; the reorganization plan was ap¬ 
proved October 22nd and, November 24, 1942, a rate 
reduction was ordered May 4, 1942, by the Federal 
Power Commission; that the investor’s appraisal fell 
from 9.21 percent in 1942 to 7.86 percent in 1943, follow¬ 
ing the rate case. A. Which table is the ratio mentioned 
on? I have checked the rest. 

Q. We will try to get it. A. Will you please read 
the figures back on that question? 

(Question read.) 

A. Now, the investor’s appraisal declined from 
1942, when it was 9.21 to 7.86 in 1943, and then increased 
again in 1944. 

Q. Did you take any of these data into account in 
determining whether the Lone Star Gas Company was 
a comparable company to the subject companies? A. j 
was aware of those data. Again, the statement holds 
true that I used the nine tests. 

[2197] Q. As to the Montana Dakota Utilities Com¬ 
pany, these data are found on page 505 and following of 
Moody’s 1945 Manual, that the book value of the prop 4 
erty includes a write up of natural gas properties of 
$3,420,711; that the company is engaged in proceedings 
relative thereto before the Federal Power Commission! 

The Witness: Will you read the question, please^ 

(Question read.) 
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A- I am aware of both items, but the figures I had as 
to the Federal Power Commission’s indicated excess was 
$3,420,211 which I believe is a different figure. 

Q. That 211 is correct, Mr. Coffman. And, though 
you were aware of that, you did not use it as a factor 
in determining the comparability of that company? 
A. Not directly on the test. The only use that would 
be applied again would be in so far as the investor gave 
that weight in his determination of market prices. 

Q. Now, the Northern Oklahoma Gas Company 
and these data are found in Moody’s 1945 Manual at 
page 86, the number of customers for that company in 
1944 was 7848. The population served by it was about 
25,000. Its total assets for 1944 were $2,532,655 while 
the total assets of Pittsburgh and West Virginia in 1944 
were about $40,000,000 including $16,000,000 or so of 
investments in subsidiaries, and for Kentucky West Vir¬ 
ginia, they were about [2198] $25,000,000. Did you take 
those data into account in determining the comparabil¬ 
ity of Northern Oklahoma Gas Company? 

I might point out that the figures for the assets of 
Pittsburgh and West Virginia are given on page 1300 
of Moody’s 1945 Manual, while these for Kentucky West 
Virginia are given on page 1287 of the same publication. 
A. Yes. I agree with those facts. 

Q. And, the same answer applies as to the pre¬ 
vious companies? A. That is correct, that the test that 
I made in so far as those factors are concerned are 
registered in the price in so far as the investor himself 
gave them any weight. 

Q. Rio Grande Valley Gas Company, and these 
data are found on page 108 of Moody’s 1945 Public Utili- 
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ties Manual, that company had total assets of $7,150,78?. 
in 1944. Its highest stock price between 1940 and 1944 
was 1%, par one dollar. Franchises are included in itp 
assets at $847,163. This amount is nearly half of comp 
mon stock par value. Voting trusts certificates only are 
traded. A. Yes. I agree with those facts for 1944. 

Q. And the same answer as to your previous ques¬ 
tion applies? A. Yes. 

Q. Southern Union Gas Company, these data are 
found [2199] in Moody’s Manual, page 679, was reorgan¬ 
ized under the Securities and Exchange Commission on 
November 24, 1942, and it operates in New Mexico, 
Texas and Mexico. A. Except for observing that this 
company is a surviving operating company, I agree as 
to the data and as to the territory served. 

Q. Now, the last one of these companies that 1 
have on my list, the United Gas Corporation, and these 
data are found on pages 1526 of Moody’s 1945 Manual. 
It was reorganized under the Securities and Exchange 
Commission, and that reorganization was consummated 
on November 28, 1944. It operates in Louisiana, Missis¬ 
sippi, and Texas. Its stock was issued in November, 1944, 
and was outstanding only about 30 days in that year. 
A. Yes. I agree as to those facts. 

Q. Both Southern Union Gas Company and United 
Gas, your answer is the same as for the other companies?! 
A. That is correct. 

Q. Now, Mr. Coffman, on page 5 of the table sup¬ 
porting Charts 25 to 31, the gross income for Pittsburgh 
and West Virginia is shown as $410,000 in 1940. Is that 
right? A. That is correct. 
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Q. And the total capitalization is $22,749,000 for 
that year; is that right? A. I don’t have the capitaliza¬ 
tion for that year, but [2200] I believe that would be 
about right. 

Q. Now, Mr. Coffman, it is on the same page. I 
should have directed your attention to it. On page 5 of 
the charts supporting— A. That is correct. 

Q. Now, footnote (a) at the bottom of the page 
indicates After adjustments the total capitalization in 
1940 would be $6,136,000. Isn’t that right? A. Yes. 
That is correct. 

Q. Now, the percent of gross income to total cap¬ 
italization of 6.68 percent as shown for Pittsburgh and 
West Virginia in 1940 on page 7 of the supporting table 
is calculated on the adjusted figure of $6,136,000 rather 
than on the unadjusted figure of $22,749,000? Is that 
not true? A. That is correct. 

Q. And that is one of the nine criteria of compara¬ 
bility used? Is that right? A. That is correct. 

Q. Did you make comparable adjustments for any 
of the other companies used in this chart? A. No. I 
took the other companies as they were reported to the 
stockholders and I believe that adjustment to be proper. 

Q. Now, directing your attention, Mr. Coffman, to 
Chart 29, will you explain the method used in determin¬ 
ing [2201] the amount of net property? That is, what 
does net property consist of? A. Well, net property, for 
the most part, consists of gross property less deprecia¬ 
tion and depletion. 
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Q. Is it the book depreciation? A. It is as reported 
by the books or in the annual report; information avail¬ 
able to stockholders. 

Q. And that is true of both depreciation and 
tion? A. That is correct. 

Q. Now, whatever cash investments or intangibly 
assets the companies might include in their asset account 
are included in these computations of net property 
whether necessary to utility operations or not? Is that 
correct? A. Yes. That is correct. 



Q. So that your net property has no necessary re¬ 
lationship to the rate base, as found by a commission in¬ 
cluding the Federal Power Commission, for rate making 
purposes? Is that not true? A. Yes. That is correct. 
That is a book figure. 


Q. Do you know whether the depreciation reserve 
as found on the company’s books is the amount used in 
determining the value of the property for rate making 
purposes? A. In each of the companies. 

Q. In each of the companies, yes. A. No, I don’t 
know whether it is or not. 


[2202] Q. I see. Could the depreciation reserve, as 
found by the Commission for rate making purposes, be 
less than that shown on the books? A. Well, I could 
presume it would be more or less depending upon thy 
findings of the Commission. 


Q. Could be less of course, couldn’t it? 
could be more. 


A. It 


Q. Now, what was the case in the matter of the 
Hope Natural Gas Company’s proceedings before the 
Federal Power Commission which resulted in the Su- 
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preme Court’s decision in 320 U.S. 591? Whether the 
depreciation reserve as found by the Federal Power 
Commission was more or less than that on the books 
of the company, if you know? A. Well, I just can’t 
answer that question at the moment. I remember read¬ 
ing that decision, but I am not clear enough at this 
moment to make a statement. 

Q. Could I refresh your recollection, perhaps, Mr. 
Coffman, and say that the depreciation reserve require¬ 
ment as found by the Federal Power Commission was 
considerably less than that which had been accrued on 
the books of the company? A. I believe that is correct. 
But, as I say, I don’t have it before me. My memory is 
not certain. 

Q. Is it not a fact that if the rate base as found 
by the Commission were higher than the market capital¬ 
ization [2203] for the company’s securities, a lower rate 
of return could provide the company with the same 
number of dollars of income as a higher rate of return 
applied to the market capitalization? A. That would 
be possible. 

Q. Now, the 9.3 percent for Consolidated Natural 
Gas Company as shown in Chart No. 29, again, cannot 
be said, properly, to be based on the 1940-44 average, 
can it? 

The Witness: Will you read that question, please? 

(Question read.) 

A. No. As explained before, that is based upon 
the 1943 and 1944 figures. 

Q. Now, Mr. Coffman, directing your attention to 
Chart No. 30, your Chart No. 30 relates to the deprecia- 
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tion reserve to gross property in percentage terms. Is 
that right? A. That is correct 

Q. And, again, you have not deducted any excess 
cash or investments or intangible property from the 
gross figure, have you? A. That is correct. 

Q. So that gross property is not necessarily de¬ 
preciable property, is it? 

The Witnesss Will you read that again, please? 

(Question read.) 

[2204] A. No. That, I believe, is not correct. I would 
like to check my figure again, however. Yes. There is 
no deduction. 

Q. No deduction? A. That is right. 

Q. Taking the Consolidated Natural Gas Company, 
again, the depreciation reserve figure you have used does 
not reflect the adjustment downward proposed by the 
Federal Power Commission for the Hope Natural Gas 
Company, one of its subsidiaries, does it? And, I might 
say, that that adjustment was in the sum of $18,000,000. 

Mr. Robinson: Is that really an accurate state¬ 
ment? 

Mr. Sharfman: The footnote on page 4 of the 
Pamphlet Opinion of the Supreme Court in that case, 
Hope Natural Gas Company case, says it. 

“The book reserve for Interstate Plant amount¬ 
ed at the end of 1938 to about $18,000,000 more 

than the amount determined by the Commission as 

the proper reserve requirement.” 
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Mr. Robinson : They didn’t say it should be revised 
downward. You added that on gratuitously. It wasn’t 
a part of the opinion. They didn’t suggest a change. 
They merely pointed out that they determined the 
amount they had was excessive to that amount. 

Mr. Sharfman: I think there was an adjustment 
of the [2205] reserve. 

Mr. Robinson: Well, I think you are not right. 

Mr. Sharfman: I think there was an adjustment of 
the reserve, Mr. Robinson, in that amount. That is my 
recollection. 

Mr. Robinson: It isn’t important. 

Trial Examiner: You mean for rate case purposes ? 

Mr. Robinson: That is right. 

Trial Examiner: Yes. 

Mr. Robinson: But they didn’t require the com¬ 
pany to change their books. 

Trial Examiner: No. 

Mr. Sharfman: But, do you know whether the 
company has since revised its books to accord with the 
Federal Power Commission’s order for rate making pur¬ 
poses? 

Mr. Robinson: In what particular? 

Mr. Sharfman: In its depreciation reserve by 
transferring the depreciation amount, excess deprecia¬ 
tion amount to surplus. 

The Witness: I do not believe I can answer that 
question. 
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By Mr. Sharfman: 

Q. Now, the figure 57.2 percent for Consolidated 
Natural Gas does not represent an average of the 1940- 
1944 experience on Chart No. 30, does it? [2206] A. No. 
It does not. It represents two years. 

Q. Now, your Chart No. 30 shows that the Pitts¬ 
burgh and West Virginia Company has already built up 
a higher percentage of reserve for depreciation than any 
other company shown on the chart, and that Kentucky 
West Virginia is exceeded by only two of the non-subject 
companies. Is that not correct? A. In terms of per¬ 
cent, yes. 

Q. Now, Mr. Coffman, directing your attention to 
Chart No. 34, is it not true that the use of over 30 years 
is the range of selection in respect to the criterion of 
age results in your finding that the Consolidated Natural 
Gas Company, the National Fuel Gas Company and the 
Pacific Lighting Company and all non-pipe line com¬ 
panies are the most comparable as respects the Pitts¬ 
burgh and West Virginia Gas Company? A. Yes. It 
results in the selection of Consolidated Natural Gas, Na¬ 
tional Fuel Gas and Pacific Lighting Corporation. 

Q. And the use of $5,000,000 to $10,000,000 as the 
range of selection in respect to operating revenue results 
in the Montana-Dakota Utilities Company, a non-pipeline 
company, and the El Paso Natural Gas Company and the 
Interstate Natural Gas Company, pipeline companies, be¬ 
ing found to be the most comparable? Is that correct? 
[2207] A. That is correct. 

Q. And, under the percentage gross income to 
operating revenue column heading, the Memphis Natural 
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Gas Company becomes the most comparable; is that 
right? A. That is the only selection or observation. 

Q. Under the next heading that is said to be ap¬ 
plicable, namely, percentage gross income to total capi¬ 
talization, the most comparable companies are shown 
to be the Houston Natural Gas Company, the Northern 
Oklahoma Gas Company, Southern Union Gas Company, 
El Paso Natural Gas Company and Southern Natural 
Gas Company; is that not correct? A. Wait a minute. 
We have shifted companies here or something, I think. 
The first comparison you made with Pittsburgh and 
West Virginia. Suddenly, you turned over to Kentucky. 

Q. I am still on Pittsburgh & West Virginia. 
A. Are you talking about percent of gross income paid 
out? 

Q. I am talking of the column, percent gross in¬ 
come to total capitalization. 

Trial Examiner: Then you switched over to the 
next column, I think, down below. 

The Witness: Those selections applicable to Pitts¬ 
burgh are Houston Natural, Oklahoma. 

By Mr. Sharfman: 

[2208] Q. Northern Oklahoma, yes? A. Yes, and 
Southern Union and Southern Natural Gas. 

Trial Examiner: Northeastern? 

The Witness: Northeastern Natural Gas and 
Southern. 

By Mr. Sharfman: 

Q. The El Paso that we had in there was in error? 
A. Yes. 
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Q. That is right. Now, so far, has the same com¬ 
pany been named twice as being comparable? A. Up td 
this point, no. 

Q. What is that, sir? A. Up to this point, no. 

Q. Different companies appear in each column, 
isn’t that correct? A. That is right. 

Q. So, 12 out of the 19 companies used have been 
named so far and not one of them is named twice? Ip 
that not true? A. Up to that point, correct. 

Q. And it is also true that not one company was 
ever found to be comparable in more than three of the 
nine respects considered? Is that correct? 

The Witness: Will you read that, please? 

(Question read.) 

A. That is correct, but a number of them were ob¬ 
served [2209] to be comparable in three respects. 

Q. Judging from the number of times a company 
is found comparable, there are five that are most nearly 
comparable to Pittsburgh and West Virginia, and they 
are Consolidated Natural Gas, Northern Oklahoma Gas 
Company, Southern Union Gas Company, Interstate 
Natural Gas Company, and Memphis Natural Gas Com¬ 
pany? A. That is correct. 

Q. Directing your attention, Mr. Coffman, to Chari 
No. 35, no company in Chart No. 35 is found to be com¬ 
parable to Kentucky West Virginia in more than four 
respects? Is that not true? A. That is correct. 

Q. And, there are only two such companies, and 
they are Mountain Fuel Supply Company which operates 
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in Utah and Wyoming and the Memphis Natural Gas 
Company; isn’t that true? A. That is correct. 

Q. Does the Memphis Natural Gas Company pro¬ 
duce any gas? A. Well— 

Q. Direct your attention to Chart No. 35, the next 
to the last column, I think it answers it. The answer is 
given there. A. Yes. None. 

[2210] Q. And what proportion of the gas handled by 
Kentucky West Virginia is produced by it? A. 63.5. 

Q. Directing your attention to Chart No. 36, Mr. 
Coffman, are you acquainted with the statistical pro¬ 
cedure of excluding extreme cases when determining 
averages? I believe we went over this matter before 
on our previous cross examination. A. Yes, I am. 

Q. Now, you recognize that some of your figures 
are rather extreme? May I characterize them by that? 
A. With respect, now, to appraisals? 

Q. With respect, now, to the investor’s appraisal 
on Chart No. 36. A. Well, I— 

Q. Go ahead. A. I don’t know as I would agree 
with that statement. First, there has been an elimina¬ 
tion of certain companies prior to coming to the list of 19 
for reasons already given one of which, most important 
of which, is lack of data sufficient to calculate ratios, 
so that the 19 represented, using the 1940-44 average, 
the figures range from the lowest of 5.73 to the highest 
12.25 and the others fall pretty well spread in between; 
so that I don’t think saying that there are any extremes 
there in this particular case is quite [2211] accurate. 


Paul B. Coffman — Cross. 


Q. Well, if you should eliminate, Mr. Coffman, the 
highest and lowest figure, in your investor’s appraisal 
of the overall capital risks on Chart No. 36, that is, 
eliminate the figure for the Northern Oklahoma Natural 
Gas Company and for the Pacific Light Corporation, d<j> 
you know what results you would reach under Pittsj 
burgh and West Virginia for the 1940-44 average and foif 
the ’44 if I should say that those figures were 9.19 perl 
cent and 8.67 percent as against 9.77 percent and 9.21 
percent on the chart; would you accept that subject to 
your check, and if we are wrong, to report back to us? 
A. May I have those two figures, please, and the answer 
read? 

(Answer read.) 

Q. Do you know—pardon me, you answered that 
you would do that? A. Yes. 

Q. Do you know, Mr. Coffman, that the median is 
also used instead of the arithmetic average as frequently 
being more representative of a series of figures? A. 
That is true, but, usually, for a much larger sample than 
we are using here. 

Q. Well, you haven’t determined what the averages 
would be on your Chart 36, using either of the two 
[2212] alternative methods except as I have asked you 
to check on that for the elimination of the high and the 
low figure, is that right? A. Yes. I have only used the 
averages that I show here. I haven’t used other statis¬ 
tical methods for determination of a median or a mode 
or a mean figure because I believe the sample here is not 
such to lend itself to that. 
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Q. Would you agree that the median figure of these 
19 companies shown on this Chart No. 36 for the year 
1934 is 8.15 percent? A. I will check that. 

Q. And, if wrong, you will report back? A. Yes. 

Q. And that the median figure for the 1940-44 
average is 8.64 percent? Mr. Coffman, what are the 
investor’s appraisal of overall capital risks as shown for 
Consolidated Natural Gas Company in your Chart No. 
36? A. The overall investor’s appraisal based on the 
1940-44 average is 10.9, and based on the 1944 average, 
it is 9.78. 

Q. And do you know what it was for 1943? And I 
direct your attention to Chart 18, the table supporting 
Chart 18, page 2. A. For 1943, it was 12.3. 

Q. Now, is the Hope Natural Gas Company an im¬ 
portant [2213] subsidiary of this company? A. I think 
it is. 

Q. And, do you know what rate of return was set 
by the Federal Power Commission for that company in 
a recent case? A. How recent do you mean? 

Q. The one that went to the Supreme Court and 
was decided 320 U.S. 591. A. Well, I believe it was 6Y 2 
percent, but I haven’t had a chance to check that re¬ 
cently, so I don’t like to rely on my memory. 

Mr. Goldberg : The rate of return was 6 V 2 percent 
on a depreciated investment, rate base, Hope case. 

Mr. Robinson: That was the Federal Power Com¬ 
mission’s base case. 

Mr. Goldberg: It was on an investment rate base— 
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Mr. Robinson: Investment? 

Mr. Goldberg: Yes, company investment. The Fed¬ 
eral Power Commission hadn’t invested anything. 

Mr. Robinson: That is your definition of the rah; 
base. 

Trial Examiner: The Commission’s opinion will 
disclose what the rate base was and the rate of return^ 
both. I understand what we are trying to find out is 
whether the witness knows what the rate of return was. 

[2214] By Mr. Sharfman: 

Q. Do you know what the rate of return was that 
was set by the Commission in the Panhandle, the North¬ 
eastern Natural Gas Company and the Interstate Natj- 
ural Gas Company cases? A. Yes. I remember those 
were all 6V 2 percent. 

Q. Do you have the overall investor’s appraisal fo^ 
the Panhandle Eastern Pipe Line Company for 1940 and 
for 1944 as shown by your Chart 36 and also for the year 
1943 as shown on your chart, table supporting Chart 18 , 
page— A. Page 3. 

Q. Page 3. That is right. A. 1940 was 9.91. 1941 
was 8.49. 1942,7.33. 1943,6.15. 1944,8.04. 

Q And the average for the period 1940 to 1944 
was? A 7.58. 

Q. I see. Now, Northern Natural Gas Company^ 
would you read into the record the same figures? 
A. Northern Natural 1941 was 8 percent 1942, 7.83| 
1943, 7.85. 1944, 8.69. The average is 8.17. 
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Q. Now, the Interstate Natural Gas. A. Inter¬ 
state Natural Gas Company, 1940, 8.32. 1941, 9.45. 

1942, 9.06. 1943,12.58. 1944, 8.93. The average is 9.96. 

Q. And, every one of those figures except, I believe, 
12215] in one instance, was above 6 V 2 percent? Is that 
right? Is that right, Mr. Coffman? I think the only 
figure that was below 6 % was 6.15 for 1943, Panhandle 
Eastern Pipe Line Company. If I am wrong, say so. 
A. You mean from the figures I just finished reading? 

Q. That is right. A. Yes. That is correct. 

Q. Now, speaking of your method of compara¬ 
bility, in multiplying your figures by the number of com¬ 
parable items, it becomes a matter of indifference 
whether the comparability found is a matter of like age, 
like revenue, like income, or like percentages of natural 
gas produced to total gas handled, you just found, is 
that right? A. That is correct 

Q. Nor is any allowance made for the fact that 
while Pacific Light Corporation and Mountain Fuel Sup¬ 
ply Company may both be found to be comparable in 
one instance, the Pacific Light Corporation showed oper¬ 
ating revenue of more than 12 times the revenue of the 
Mountain Fuel Supply Company. Is that correct? 
A. That is correct. 

Q. I notice that the Kentucky West Virginia Com¬ 
pany has the lower indicated risk rate of the two subject 
companies. Do you consider it to be the stronger com¬ 
pany of the two? [2216] A. Well, as the statistics 
and arithmetic work out, that would appear to be the 
case. 
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Q. You believe that is so or do you just arrive at 
that, conclusion by mechanical application of your com¬ 
parability method. A. I think there is some difference 
between Pittsburgh and Kentucky? 

Q. Which do you think is the stronger, though, Mr . 
Coffman? A. Well, they are both very much wrapped 
in together. All I can say is in tabulating these figures, 
the arithmetic shows that difference which I, in turn, 
am showing. 

Q. Now, what is your opinion, though, on this 
matter? Do you agree with your figures here as they 
are shown? That is, that Kentucky West Virginia is the 
stronger of the two? A. I would be inclined to say that 
there was some difference. 

******* 

[2217] Q. To return to that question, Mr. Coffman: do 
you consider the Kentucky West Virginia Company to be 
the stronger company of the two subject companies? I 
don’t believe you answered it fully. A. Well, I forget, I 
gave a partial answer to the question, but my point is 
that on the method that I have used, I have tried to 
eliminate personal opinion altogether and take the inves¬ 
tor’s statement, and the figures mathematically work 
out so that the investor’s appraisal for Kentucky West 
Virginia Gas Company works out to a somewhat lower 
figure than that for the Pittsburgh & West Virginia. 

Q. Well, is there any investor’s appraisal of the 
subject companies since their stock is not on the market? 
A. No, that is the reason that in making this study I 
had to use some method statistically that would give me 
what I believe to be the best approach and the nearest 
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comparability to the subject companies, since they them¬ 
selves had no investor’s appraisal that could be made. 

Q. Do you think that if the securities of the two 
subject companies were made available to the public that 
they would appraise the securities of the Kentucky West 
Virginia Company at a lower risk factor than they would 
do for the Pittsburgh & West Virginia Gas Company? 
[2218] A. Well, based upon the investor’s judgment on 
these other companies, on the basis of which I have made 
these tabulations, I would say that was the case. 

Q. And that investor’s judgment is largely based 
on your judgment as to the selection of the proper 
criteria and the limits within which those criteria are to 
be set out? A. Well, in so far as the nine tests were 
applied, that much was the selection that I made, being 
the most important items that could be treated statis¬ 
tically. 

Q. Now, directing your attention, Mr. Coffman, to 
Chart No. 37,1 notice that your indicated earnings price 
ratio for the Pittsburgh & West Virginia Gas Company 
is higher than for the Kentucky West Virginia Gas Com¬ 
pany in 1944 as a result of the application of your 
method, while for the years 1940 to 1944 the situation is 
reversed. Did the risk factor become reversed by the 
two companies during that period? A. Well, the state¬ 
ment made is correct, but here again, in applying the 
method that I have used in the nine tests, the results, 
which are in question, are mathematically the resultant 
figure, based upon the investor’s appraisal. The chips 
fall where they may. 

Q. And the reason for the reversal, therefore, was 
solely because of the changes in respect to the so-called 
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comparable companies? A. Well, it is based upon the 
figures used on those [2219] comparable companies. 

Q. If the two companies were merged, would thei) , e 
be any difference in the risk attaching to the separaie 
elements? A. Well, that is difficult. I don’t believe I 
can answer that. 

Q. Are they not, in fact, subsidiaries of a commqn 
parent in a holding company system? A. To a large 
extent. 

Q. That is, all the stock of the Pittsburgh & West 
Virginia Company is owned by the Philadelphia Conjt- 
pany? A. That is correct. 

Q. And 60 percent of the common stock of Ken¬ 
tucky West Virginia Gas Company is owned by the Phila¬ 
delphia Company? A. Yes. 

Q. While 40 percent is owned by the Louisville Ge|s 
& Electric Company, and all of the preferred stock of 
Kentucky West Virginia is owned by the Louisville Gas 
& Electric Company, while the Standard Gas & Electric 
Company owns the stock of the Philadelphia Company 
and the Louisville Gas & Electric Company; is that 
right? A. That is correct. 

Q. Now, is not one of the arguments for the exist¬ 
ence of holding companies the belief that financing 
economies are made possible thereby? [2220] A. Well, 
that has been true in some instances, but when you arje 
talking about individual companies and the possibility 
of merging or some public financing of the individual 
companies, then, I think there are other considerations 
that have to be made. 
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Q. Well, don’t you think that if these companies 
were to be financed, they would be financed through the 
facilities of the holding company system? A. Well, they 
might be or they might not be. It will all depend on 
what actually develops. 

Q. It would all depend upon what was the most 
economical method of financing; isn’t that so? That 
would be determined by the parent holding company? 
A. Well, that plus other considerations that might have 
to be made. 

Q. Do you know that the Standard Gas and Elec¬ 
tric Company has recently negotiated a 51 million dollar 
loan from 11 banks at 2% percent, and that this is re¬ 
ported in the Wall Street Journal for December 27,1945, 
as digested in the Federal Power Commission Daily 
News Digest for December 27, and that it is said that 
the company proposes to use the proceeds in retiring 59 
million dollars of notes and debentures? A. I recall 
seeing some advertisement on that. Yes, the statement 
you read I have read. 

Q. Now, you have not considered the actual cost of 
money [2221] to the Pittsburgh & West Virginia and 
Kentucky West Virginia Companies as the companies 
are actually financed, have you? A. No, sir. 

Q. Do you have any qualms about multiplying an 
earnings price ratio of 18.04 percent for Southern Union 
Gas Company in 1944 by 3, the largest multiplier used in 
determining an appropriate rate for Pittsburgh & West 
Virginia Gas Company? A. No, not in this particular 
case, for reasons already given, that I had selected those 
statistical tests that I thought could be made from fig- 
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urea available. And from there on, the working out of 

the procedure is a matter of arithmetic. 

. 

Q. Mr. Coffman, in your figures indicating the mar¬ 
ket value of capital, callable bonds were included, were 
they not, although the value would be held down and 
the interest rate held at a higher figure than otherwise 
by reason of the depreciating effect of the call price; isn’t 
that so? A. The call price would have an effect. 

Q. Now, if I read to you certain instances where 
you used the figure for callable bonds and ask you if our 
enumeration is incorrect, will you check and report back 
to us if we are wrong? A. Yes. 

j 

Q. This recital is not supposed to be by way of 
limitation, but by way of illustration only. 

The Providence Gas Company, 4’s 1963, callable at 
102.5. 

. 

[2222] Houston Natural Gas Company 4’s 1955, callable 
at 102. 

Panhandle Eastern, 5.60 preferred, callable at 108. 

Southern Natural Gas Company 3% 1956, callable 
at 105. 

And these call figures are all under the prices that 
are used in your supporting volume, that is, your work¬ 
ing papers, I believe, and if we are wrong in that, you 
will, of course, check us. A. Very well, if you mean by 
that that the price used was higher, the price actually 
used was the market quotation within the year used. 

Q. But that market price that was used was, of 
course, in all likelihood held down by the lower call price; i 
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is that right? A. It may have been, but it nevertheless 
was the price being paid by the investor. 

Q. Now, yesterday, Mr. Coffman, I think we men¬ 
tioned that the total amount of new financing which was 
done by the public utility industry in 1944 was 43 million 
dollars, and that those figures appeared in the publica¬ 
tion of the Am erican Gas Association. I show you that 
publication called “Annual Statistics of the Natural 
Utility Industry in 1944, Statistical Bulletin 59 issued 
October, 1945,” and ask you if that figure does not ap¬ 
pear on page 10 of that issue. And I ask you to read 
into the record what portion of that figure is capital 
stock and what portion bonds and notes. [2223] 
A. Well, in this document which you have handed me 
for the year 1944, in Table 10, it shows new issues of 
stock, bonds, and notes by public utilities, capital stock 
in the amount of 23 million dollars; bonds and notes in 
the amount of 20 million dollars, making a total of 43 
milli on dollars, according to this release, which came 
originally from the Commercial and Financial Chronicle. 

**••**» 

Cross Examination (Cont’d) ~~ 

By Mr. Goldberg: 

Q. Assuming, Mr. Coffman, that we have two util¬ 
ities in the same business, two natural gas companies, 
and they are both under the same regulatory commis¬ 
sion. Company A has [2224] a million dollars of invest¬ 
ment in plant, and a million dollars market value of 
common stock. Company B has a million dollars in¬ 
vested in plant and a million and a half dollars market 
value of common stock. Both natural gas companies are 
about to be seasoned by Federal Power Commission in- 
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vestigation. Will Company A or Company B have the 
higher earnings price ratio, all other things being equal? 
A. Well, if all other things are equal, presumably Com¬ 
pany B would have somewhat lower earnings price ratio 
than Company A. 

Q. It is a fact, is it not, that inadequate provision 
for depletion, amortization and depreciation means over¬ 
stated earnings which, in turn, means over-stated earn¬ 
ings price ratios? A. Well, I wouldn’t say that, because 
aside from your depreciation and depletion, one must 
consider the maintenance policy, and you would have to 
take that into consideration also. One company mayj 
take a lesser depreciation because they follow a mainH 
tenance principle which is higher per annum, so that 
that obviously will affect the earnings also. 

Q. I wasn’t introducing a factor of maintenance 
variations. I was concerning myself solely with inade¬ 
quate provisions for depreciation, depletion and amor¬ 
tization. Now, that means over-stated earnings, doesn’t 
it? If you make inadequate provision for depreciation, 
the earnings you will report for [2225] the income 
period will be over-stated; isn’t that so? A. Well, if you 
are assuming that the maintenance policy between the 
two companies is the same and everything else, because 
maintenance is as much of a charge to earnings as is 
depreciation. 

Q. I t hink you are relating my question to the 
hypothesis. This is entirely separate from the Com; 
panies A and B we had discussed. We have passed thatj 
point. I am just asking you a general question. Let’s 
deal with one company. If one company makes no pro¬ 
vision for depreciation at all, which, in a sense, is in- 
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adequate, it will have over-stated its earnings; isn’t that 
so? A. That is correct. 

Q. Yes. Now, where that is the case, where inade¬ 
quate provision for depletion, amortization, or depre¬ 
ciation occurs, and there are over-stated earnings as a 
result, that, in turn, means over-stated earnings price 
ratios, doesn’t it? A. Well, apparently I am getting off 
again, but I say, talking about one company, you can’t 
confine it to depreciation as such when you are talking 
about an over-statement of earnings, because if the 
lesser amount charged for depreciation is compensated 
by a higher figure in the same company for maintenance, 
there is no over-statement of earnings. 

Q. Well, let’s put it this way: the resulting earn¬ 
ings price ratio cannot be accepted at face value, but 
must be [2226] examined in the light of the inadequacy 
of the depreciation provision? A. Well, that can be in¬ 
vestigated, but the investor is considering the figures 
reported to him, and whatever allowance he may make, 
he will appraise as best he can. 

Q. Yes, but he will make an investigation, and will, 
in making his investigation, ascertain whether, in his 
view, provision is adequate or inadequate; right? A. I 
think he will give some consideration to that. 

Q. Yes, and should he conclude that the provision 
is inadequate, he will make an appropriate adjustment 
in the earnings price ratio? A. Because presumably 
the price that he puts on the stock will be somewhat dif¬ 
ferent, which automatically changes the ratio. 

Q. Yes. Where the market value of the common 
stock exceeds the book value, there again the earnings 
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price ratio does not represent the investor’s true earn¬ 
ings requirement; isn’t that so? A. Well, I couldn’t 
agree to that statement, because if the price of the stock 
went up, the investor must have been willing to pay fot 
it irrespective of whether the book value was higher or 
lower than the market appraisal. 

Q. But in that case, where the market value of 
common exceeds its book value, the earnings price ratio 
exceeds the [2227] investor’s true return, because in thal 
instance he must mortize the excess out of the earning^ 
he expects to get. A. Well, that is based upon a certain 
premise, and can only be based upon the premise that 
the difference in book value is going to be adjusted by 
some investigation or other correction, which will bring 
market value in line with book value or vice versa. 

Q. And if that is so, the price he pays is to be rej 
couped through amortization by him; isn’t that soj 
A. If he is figuring that it is going to be made and he 
must have a liquidating dividend to balance out. 

Q. The greater the disparity between the excess off 
market value over book value, the greater the prospect! 
of some adjustment taking place? A. Well, the adjust] 
ment can take place either way, for that matter, depend¬ 
ing on facts and depending on the company’s’ bookkeep¬ 
ing over the years, which resulted in that book figure. 

Q. Will you agree that an earnings price ratio, of 
itself, is not an indication that a stock is necessarily 
attractive? In other words, you would have to make an 
analysis to ascertain that fact; isn’t that so? A. Well, 
I think I have admitted here that the investor is trying 
to make that analysis right along, and that is recorded, 
to the best of his ability, in that market price. So he 
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has made an anlysis, or someone has made it for him in 
[2228] order to establish that particular market price. 
And that, in turn, will have a variation, or, cause a va¬ 
riation in the earnings price ratio. 

Q. With just this one request, I think we can let 
Mr. Coffman go right now. 

You will recall, Mr. Coffman, that in your cross ex¬ 
amination, at page 1973 of the transcript, we asked you 
for the weighted average investor’s appraisal of the 19 
companies at current prices, and you said you would 
furnish that information, but at page 1974 I notice a 
statement by you: “I shall bring the prices continuously 
down to the end of the year,” and you made that state¬ 
ment after Mr. Robinson had interjected about the pres¬ 
entation of data on another basis. Now, we would like 
to have you, in connection with our request, provide us 
with the information we asked for, based on the common 
stock of the 19 companies, priced at the closing price, or 
at the bid or asked price as of December 31, 1945. In 
other words, you may want to do other things in connec¬ 
tion with what Mr. Robinson mentioned, but whatever 
else you do, we do want that that I have just mentioned. 
A. Yes, but I think, as I recall it, the request related 
to a ratio, did it not, and I was trying to make the point 
that I could not carry on to the ratio basis because the 
earnings were not yet available, but I could supply the 
prices on whatever basis they were available or you 
wanted. 

[2229] Q. Yes, we understand that, but I didn’t want 
any confusion as to the period of time for which we 
wanted that ratio. We wanted it at the close of the year. 
A. But that is just the price you want at the close of 
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the year because I do not have earnings to make a ratio 
calculation. 

Q. That is right. A. All right. 


Re-Direct Examination. 

By Mr. Robinson: 

Q. Mr. Coffman, there has been a good deal of dis¬ 
cussion of the matter of the use of those various factors, 
and using them as a basis for selection and identification 
of the various criteria that you used statistically and 
relating the various companies to the subject companies 
Would you mind stating, and putting it together in ode 
place, the thought or purpose or program which is be¬ 
hind that approach? And I might say: the reasons 
why you were led to adopt that [2230] approach? A. 
Well, my approach, as I think I have indicated clearly, 
is based upon the investor who supplies money for financ¬ 
ing various projects, and who is a free agent to 
supply money to one investment or another, depending 
upon how he analyzes one situation over another. I hap 
studied a large list of companies in the utility field- 
more particularly in the gas and gas pipeline fields— 
but had to eliminate all companies upon which the two 
component parts of my calculation were not available-h 
namely, either prices or earnings or both. When that 
process of e limin ation was completed, there were lj9 
companies, which resulted in the natural gas field ex¬ 
cluding pipelines and pipeline companies. 

Once I had these data for the period 1936 through 
1944,1 attempted to work out some method which woulp 
eliminate personal judgment to the greatest extent pos¬ 
sible, and would show the facts as the investor realljy 
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presents them statistically, and in order to eliminate 
judgment to the greatest extent that I could, I struck 
nine tests, which were based upon these figures, which 
I have traced through in Exhibit 84, and in doing that, 
except for itemizing what the nine tests were, which 
were the only ones that I felt lent themselves to statis¬ 
tical treatment, I followed through mathematically on 
those to the end conclusion. And in that process I think 
I have come closer to getting down to a fair [2231] 
investor’s appraisal as registered by the investor than 
any other method I could have used in which my own 
personal judgment would have been predominant or in¬ 
volved to a large extent. And I believe that I have pre¬ 
sented here data which shows exactly those kinds of 
facts on the investor, and it is my belief that such data 
should be considered in view of the fact that the various 
companies financing resort to the market for funds, and 
since the investor is a free agent, I believe it is necessary 
to consider what he finds to be facts in regard to invest¬ 
ment to consider in a problem of this kind, and in work¬ 
ing out these figures on this basis, I think I have elimi¬ 
nated my own judgment to the greatest extent possible, 
and have registered the judgment of the investor in the 
market. 


James A. Yuriker — Direct. 


585 


[2262] JAMES A. YUNKER having been duly sworn, 

was examined and testified as follows: 

Direct Examination. 

By Mr. Robinson : 

Q. Mr. Yunker, will you state your full name and 
age and address? A. James A. Yunker, residing at 182d 
Rosedale Avenue, Louisville, Kentucky, and I am 55 
years old. 

Q. What is your profession? A. Gas engineer. 

Q. By whom are you now employed in that capac¬ 
ity? [2263] A. By the Louisville Gas & Electric Com¬ 
pany of Louisville, Kentucky. 

Q. How long have you been engaged in the gas 
business A. About 27 years. I have been continuously 
employed in the Gas Department of the Louisville Gas 
& Electric Company since 1918. 

Q. Have you been employed as a gas engineer by 
other companies in addition to the Louisville Gas & 
Electric Company? A. Yes, sir; during the last 20 
years I have done consulting work on gas matters for a 
number of companies other than the Louisville Gas & 
Electric Company. 

Q. Will you outline some of this work? A. I have 
made studies and reports on various phases of the gas 
business ranging from valuation of gas properties and 
layouts of gas systems through suggested operating 
procedure to problems involved in the manufacture ojf 
special types of gas and their mixing. 

I have done such work for, among others, Columbia 
Gas & Electric Company, Electric Bond and Share, 
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Columbian Carbon, United Carbon, Petroleum Explora¬ 
tion Company, Cumberland Petroleum Company, Ken¬ 
tucky Natural Gas Company, Philadelphia Company, 
Pittsburgh Coal and Iron Company, Raneywood Coke 
Company, and a number of others in the United States 
and for Glasgow Humphries and the Power Corporation 
of [2264] England, the Gas Association of France, and 
the Gas Association of Roumania. 

Q. In this work have you had experience in con¬ 
nection with matters of valuation of gas acreage? 

Mr. Goldberg: Just a minute, Mr. Examiner, I won¬ 
der if Mr. Robinson could explain a bit further what he 
means by “gas equities.” 

Trial Examiner: Acreage. 

Mr. Goldberg: I am sorry. I couldn’t understand 
the question. I thought you said “equities.” 

A. Since 1920 part of my work has been to nego¬ 
tiate the purchase and sale of gas acreage in the form of 
gas fee as well as leases for the Louisville Gas & Elec¬ 
tric Company, its subsidiaries and associates and many 
non-affiliated corporations. During the 25 years I have 
been so engaged, I have handled, either for a purchaser 
or a seller, at least 2 million acres in West Virginia, 
Kentucky, and Indiana. 

By Mr. Robinson: 

Q. How much of that acreage has been in eastern 
Kentucky gas fields? A. At least half of it. Beginning 
in 1920 I began to take up leases in that section for the 
Kentucky Coke and the Ivyton Oil and Gas Company. 
This involved handling about 150,000 acres during the 
period 1920 to 1925. 
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In 1925 I was employed to put together a holding 
which [2265] subsequently came into the possession op 
the Kentucky West Virginia Gas Company. At that 
time I worked out a new type of deal that involved the 
outright purchase of any gas in the ground rather than 
the customry lease, which is simply a permit permitting 
the lessee to produce gas under certain conditions over a 
certain period of time, while the gas ownership still 
remains in the landowner. In the type of contract that 
I made, we actually purchased the gas in the ground to 
be produced when, as, and if we pleased and made 4 . 
complete separation thereof from the landowner. 

Due to the fact that a great deal of the mineral 
rights in eastern Kentucky were owned in sizable blocks 
by coal companies and others, it was possible to ap¬ 
proach the matter of values of probable gas reserve^ 
from an engineering standpoint and to work out a price 
therefor on the basis of the gas expected to be produced 
from the ground that seemed equitable to both buyer and 
seller. 

During 1926 and ’27, I purchased for others some 
800,000 acres of such gas fee and an additional 100,000 
acres of leases which were purchased from about a score 
of coal companies, several oil and gas companies, and 
numbers of individuals. 

Since 1927 I have continued to negotiate the pur¬ 
chase or sale of both gas fee and leases in that area. 

Q. Well, the gas holdings of the Kentucky West 
Virginia Gas Company, generally speaking, in the areas 
to [2266] which you have just referred are in easterk 
Kentucky? A. Yes, sir. 
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Q. And you were the most active active partici¬ 
pant, I believe, in connection with the acquisition of 
those gas holdings? A. I purchased about 95 percent of 
the holdings of the Kentucky West Virginia. 

Q. In the light of your experience, do you feel that 
you are competent to place a value on gas reserves in 
eastern Kentucky? A. I think I can say that I am. 
Certainly, in the past 25 years I have had the oppor¬ 
tunity of checking my ideas on such values against 
those of practically every other person with enough 
such experience to form a worthwhile opinion and then, 
too, the rapid development of the eastern Kentucky 
fields particularly in the past ten years have given me 
actual gas production costs and other data on many of 
the parcels which I purchased in 1925 and prior to that 
time, so that I was able to check my ideas at the time 
of their value as against their value as proved by actual 
results. 

Mr. Robinson: Have you any questions on his quali¬ 
fications? 

Mr. Goldberg: No questions occur to me at this 
moment. I imagine you are now going to explain the 
purpose of this testimony. We are approaching the 
point where you [2267] expect, I imagine, an objection 
on my part. 

Mr. Robinson: That is right. 

Having completed the matter of qualification and 
experience of the witness to testify with respect to the 
subject matter of valuation of the gas properties of the 
Kentucky West Virginia Gas Company in Kentucky, 
I think it would be appropriate and perhaps it would 
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dispose of the issues which will be involved by makin g 
an offer at this time. 

We offer to prove, through the witness, Mr. James 
A. Yunker, that the value of natural gas in the ground 
in the area in which Kentucky West Virginia Gas Com¬ 
pany operates, which is controlled by leases, as of De¬ 
cember 31, 1944, 3 cents per thousand cubic feet, which 
value would be increased to 4% cents per thousand cubic 
feet in respect to natural gas underlying acreage owned 
in fee, because of the saving to the fee owner in matters 
of rental and royalty payments and also that over 80 
percent of the acreage owned by the Kentucky Wedt 
Virginia Gas Company is owned in fee. 

We further offer to prove through this witness that 
the fair market value of the natural gas that can be 
produced from properties of Kentucky West Virginia 
Gas Company, as of the date of December 31, 1944, i 3 
$15,761,258 for the developed and adjacent acreage!, 
which have been estimated to have reserves of 719,- 
455,000 Mcf. And $1,329,263 for the non-adjacent fee 
acreage, or a total valuation of the gas properties of the 
[2268] Kentucky West Virginia Gas Company as of 
December 31,1944, in the sum of $17,090,521. Also that 
the acreage which is owned in fee as of December 31, 
1944, is 786,914 acres, and the acreage under lease is 
182,135 acres. 

Mr. Goldberg: Does that conclude your offer? It is 
an offer to prove through this witness the fair marked 
value of the acreage of Kentucky West Virginia Gas 
Company? 

Mr. Wasson: Also the value of the gas in the 
ground. 
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Mr. Goldberg-. As it appears, it is the company’s 
contention on fair field price. 

Mr. Robinson: That is right. 

Mr. Goldberg : Mr. Examiner, I think that Mr. Rob¬ 
inson has recognized in the manner he has proceeded at 
this time that Commission counsel would object to the 
testimony of the witness and to the offer which has 
been made with respect to the so-called value of the 
acreage of the company and the value of the gas in the 
ground as it bears on the question of fair field price. 
I t hink it may be fairly said that Mr. Robinson not only 
anticipated an objection from Commission counsel but 
did so because he recognizes that there have been a 
number of decisions settling the issues that are now 
being raised. 

I don’t think because of the existence of those cases 
that I have to make an extended argument in support 
of the objection. I feel that it is only necessary to 
[2269] call attention to those cases with which the 
Examiner, I am sure, is fully acquainted. I am referring 
to the decisions in the Natural Gas Pipeline Case, the 
Hope Case, the Colorado Interstate Case, and Panhandle 
Case. 

For the purposes of the record, I might give the 
full title of those cases and their citations. 

The Natural Gas Pipeline Case is Federal Power 
Commission vs. Natural Gas Pipeline Company, and is 
reported in 315 U. S. at page 575. 

The Hope Case is FPC vs. Hope Natural Gas Com¬ 
pany, and is reported in Volume 320 U. S. Reports, 
page 591. 
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The Colorado Interstate Case is Colorado Interstate 
Gas Company vs. Federal Power Commission, reported 
in 324 U. S. at page 581. 

The Panhandle Case is the Panhandle Eastern Pipe¬ 
line Company vs. Federal Power Commission, reported 
at 324 U. S., page 635. 

It seems to me appropriate to add, Mr. Examiner, 
that the Kentucky West Virginia Company has shown 
no occasion or necessity for reception of the testimony 
they now propose to offer through the witness Yunker, 
and it should be emphasized, I feel, that such testimony 
has no basis in fact and rests entirely on judgment aJnd 
opinion. I, therefore, object to the testimony of the fit¬ 
ness for both purposes for which he is being offered and 
to the offer of proof for the same reasons. 

[2270] Mr. Sharfman: May the record show, Mr. 
Examiner, that the Office of Price Administration joins 
in the objection. 

Mr. Langfitt: Also the City of Pittsburgh. 

• •••••• 

[2271] Mr. Robinson: Not at all. It is entirely related 
to an attempt on the part of the Respondent to show the 
Commission what we consider to be the present fair 
value of the properties which are involved in service at 
this time. 

Mr. Goldberg: In other words, with respect to 
physical property, it might be called reproduction cost 
testimony. With respect to acreage, it is referred to as 
market value of leaseholds? 

Mr. Robinson: That is right. 
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[2280] Trial Examiner : Well, as I construe the opinions 
of the Federal Power Commission with respect to this 
question, in the absence of a showing of the necessity 
therefor, evidence such as this of present fair value of 
lands or any other physical properties is immaterial and 
irrelevant to the issues in such a proceeding as this. That 
being the case, the objection is sustained. 

Of course, counsel recognize the fact that from the 
practical standpoint the offer of proof does disclose what 
the witness would testify to with respect to the value of 
the property so that the Commission does have before 
it, and the [2281] courts will have before it, the sub¬ 
stance of his testimony. The only difference is it places 
the staff at the disadvantage of not having cross exam¬ 
ined the witness with respect to those estimates. So 
that, as I say, from a practical standpoint, I don’t think 
the rights of the Respondent would have been prejudiced 
any by reason of the fact that the Trial Examiner him¬ 
self is passing on the question of the showing of neces¬ 
sity before the matter really gets to the Commission. 

Mr. Robinson: Of course, that was the general plan 
and purpose behind the thought of making an offer. 

Trial Examiner: Yes, of course. Did that complete 
your offer? 

Mr. Robinson: That completes this witness. 

Trial Examiner: The objection on the offer of 
proof is overruled. Witness excused. 
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[2562] DONALD B. BEECHER, having been previously 
duly sworn, resumed the stand and testified further 
as follows: 

Further Direct Examination. 

By Mr. Robinson: 

Q. You have stated for the record the change in 
your position since you first testified in this case? A. 
Yes. I testified yesterday I was elected vice-presideht 
and general manager on November 8, 1945. 


Q. Since I am going to now take up the question Of 
the field price for gas at Eastern Kentucky, will you re¬ 
fer briefly to your new position and particularly to the 
duties that fall upon you in that position with respect 
to the matter of negotiating contracts for gas? A. The 
vice-president and general manager is the only person 
who is presently authorized to sign gas purchase agree¬ 
ments on behalf of the company. Prior to November 1 
of 1945, Mr. [2563] Van Gilst signed for the company. 

Due to the fact that for the majority of the acreage 
in the area in which we operate, the gas rights are 
owned by the larger producing companies, it is many 
times necessary not only to negotiate for a gas purchase 
contract, but also at the same time to negotiate for a 
lease of our acreage or negotiations of assigning our 
acreage to independent producers. Therefore, that majt- 


ter has not been entirely left to the land agent in ofir 
particular case. In some larger companies I understand 
that the land agent has such authority to sign contracts 
on behalf of the company. That is not true in our par¬ 


ticular case. 
Gilst in some 


I have been present or assisted Mr. Van 
of the most recent gas purchase contracts 


entered into by the company. 
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Q. Have you made studies of the prices paid for 
local gas purchased by Kentucky-West Virginia Gas 
Company during the period of 1940 to 1945, inclusive? 
A. I have. A study has been made of the records on the 
average prices paid by Kentucky-West Virginia Gas 
Company for all gas purchased during the period 1940 
to 1945. 

• •••»»* 

[2574] Q. Mr. Beecher, do you have information here 
with regard to the prices that are being paid by other 
companies in the same area in which your company is 
operating? 

Mr. Goldberg: What is that question, please? 

(Question read.) 

[2575] The Witness: The Warfield Natural Gas Com¬ 
pany. 

Mr. Goldberg: The question first is do you have 
information? 

The Witness: I do. I am able to testify on that 
point, yes. 

»*«»•»« 

[2580] Q. Mr. Beecher, have you any other sources of 
information pertaining to the matter of prices for nat¬ 
ural gas in the East Kentucky area, at the well mouth? 
A. We wish to call attention to the report of the United 
States Department of the Interior Bureau of Mines dated 
December 18,1944, known as the Mineral Market Report 
No. MNS-1239, which places the average value of gas at 
the wells in Kentucky in 1945 as— 
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Mr. Goldberg: Oh, wait just a minute. I must in¬ 
terrupt you there. I object to any testimony with 
respect to the value of gas—getting back to this same 
subject again—I thought this witness was going to tell 
us about the actual prices paid for gas in the area com¬ 
parable to the area in which the Kentucky West Virginia 
Gas Company will have to purchase gas, and under com¬ 
parable conditions. 


Trial Examiner: Yes, I do not think we are con¬ 
cerned here with the value of the gas in the area. 


[2592] Mr. Robinson: We offer to prove through this 
witness that the present fair field price or commodity 
value of the natural gas at the well mouth in the area in 


which the Kentucky West Virginia Gas Company would 
have gone for its gas is 15 cents per thousand cubic feet. 

Trial Examiner: Are those two terms used synony¬ 
mously there? I want to be sure about that. 


Mr. Robinson: Yes, we simply make that as an 
offer in order that we hope to get this question about 
which we have been on the edge so many times as to 
distinctions, and also in order that we may have the mat¬ 
ter in the record in the shape in which we think it should 
be presented, under the circumstances. 

Trial Examiner: The ruling is that the commodity 
value is immaterial to the issues in the proceeding, and if 
such evidence were offered and objection made thereto 
the objection would be sustained. 

» * • • t t • I 

[2639] Mr. Goldberg: I think I have been addressing 
myself to the questions raised by the respondents. As I 
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understand [2640] their position, they are taking the 
position that with respect to gas produced by the com¬ 
pany, it should be treated from an economic standpoint 
and given a value. 

Is that right, Mr. Robinson? 

Mr. Robinson: Yes. 

Mr. Goldberg: Mr. Robinson has stated that ap¬ 
proach is necessary to test the end result that the Su¬ 
preme Court has spoken of. Otherwise, he says there 
are no tests. I hardly think I have to call to the Exam¬ 
iner’s attention the fact that the criteria for testing the 
end result have been explicitly stated by the Supreme 
Court in the Hope case, and repeated in the cases that 
came subsequent to the Hope case, the Panhandle and 
the Canadian cases. 

I think a mere casual reading of the Hope opinion 
discloses the criteria from which it is to be tested. What 
Mr. Robinson proposes, what the company proposes here 
is the old fair value, the old reproduction cost theories; 
but this time, related to natural gas rather than the 
physical structure. 

They wish to have this Commission get back into 
that same circle of reasoning that existed in respect to 
reproduction cost and fair value as related to physical 
structures. That means you start with earnings to get 
the value, and you end up with the earnings needed to 
support the value, you get nowhere as a result of it. You 
axe right back into the [2641] old thing again. 

Mr. Wasson: Haven’t we already had a ruling? 
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Mr. Goldberg: Mr. Robinson, despite that r uling , 
undertook to raise the question again. I felt I couldn’t 
leave at this point certain statements he made left un¬ 
answered. 

After all, when you talk about the value of gas as a 
commodity it has value only in the sense of market. 
Market means earnings. There you are back to the namf 
point. 

Mr. Wasson: That is well put and agreed. 

******* 


[2709] A. H. KUHN, a witness having been previous!^ 
duly sworn, resumed the stand and testified further 
as follows: 

Direct Examination (Cont’d) 

By Mr. Robinson: 

Q. Mr. Kuhn, I direct your attention to the subject 
matter of your testimony as to the depletion rate for 
the Kentucky-West Virginia Gas Company and to th e 
fact that you stated that you had not in that previous* 
exhibit and study given consideration to those items 
which should be amortized, and now I ask you if you have 
prepared a further study and consideration of those 
items, and I ask you to develop that aspect of the mat¬ 
ter. A. I have developed the average depletion rate to 
cover the cost of items to be amortized for the period 
from 1945 to 1950, inclusive. As set forth on page 2 of 
Exhibit 68, the average rate which I have developed for 
these items amounts to one-tenth of one cent per MCF. 
I have arrived at my conclusions in the following man- 
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The first items to be amortized is undeveloped lease¬ 
holds. The total cost of these leaseholds to December 
31, 1944, was $217,563.61. Up to December 31, 1944, 
there had been depleted a total of $171,817.11, leaving a 
balance of $45,746.50 atill to be amortized. 

The amortization program is set up to amortize 
these costs [2710] within the life of these leases at an 
annual amount of $3,000, or a total amount over the six- 
year period of $18,000. 

The next item to be amortized is termed, “wildcat 
acreage, natural gas rights.” The total gross amount 
up to December 31,1944, after eliminating 100,000 acres, 
estimated to be developed is $699,706.56. The amount 
depleted to December 31,1944, was $343,495.83, leaving a 
balance unamortized of $356,210.73. 

The amortization program was developed to amor¬ 
tize this acreage over what was considered a reasonable 
period of time, at an annual amount of $20,953.59, or a 
total for the period from 1945 to 1950, inclusive, of 
$125,721.54. 

Natural gas rights developed and leased to others 
amount to a total up to December 31,1944, of $41,307.57, 
of which $27,415.43 had been depleted to December 31, 
1944, leaving a balance unamortized of $13,892.14. “This 
is the third item which I considered in establishing my 
additional depletion rate. This acreage is developed and 
leased to others for development and the majority of the 
gas developed is repurchased by the company. 

The total estimated amortization for the period 
from 1945 to 1950, inclusive, is $9,900. The total amor¬ 
tization for the period 1945 to 1950, inclusive, of these 
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three items is $153,621.54, and the total estimated pro¬ 
duction for the same period is $150,833,000 MCF, or an 
average rate of depletion of one-tenth of one cent per 
MCF. 

This depletion rate we added to the rate of 4.5 cents 
per [2711] MCF, developed in Exhibit 95 produces a 
total depletion rate of 4.6 cents per MCF. 

Q. Mr. Kuhn, in connection with your testimony, 
I note that there is no reference to any item of amorti¬ 
zation for profits to affiliates. You, I assume, omitted 
that item for reasons independent of the question of an 
appropriate amount of amortization for that matter? 
In other words, you are aware of the fact that the com¬ 
pany entered into an understanding with the staff of 
the Commission with respect to that matter and a plan 
by which that item may be eliminated from further con¬ 
sideration. A. That is correct. 

Q. And I assume that was the reason that you did 
not give that item consideration at this time. A. That 
is correct, yes, sir. 

******* 
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[2758] PAUL B. COFFMAN was recalled, and having 

been previously duly sworn, testified further as 

follows: 

Re-Direct Examination. 

Mr. Robinson: I would like to have certain exhibits 
marked. I will have to ask you, for the time being, to 
use the exhibits which are marked for your reference, 
because we don’t have enough copies to go around. Later 
we will give you additional copies. 

Trial Examiner: All right. 

Mr. Robinson: Exhibit designated “1945 Price 
Range of Common Stocks of 19 Natural Gas Companies” 
to be marked Exhibit 119. 

Trial Examiner: It will be so marked. 

(The document mentioned above was marked as Ex¬ 
hibit 119 for identification.) 

Mr. Robinson: Exhibit designated “Investor’s Ap¬ 
praisal of Overall Capital Risks and Earnings Price 
Ratios of Common Stocks for 19 Natural Gas Companies 
Based on 1945 Average Market Prices and Latest Avail¬ 
able Earnings” to be marked Exhibit 120. 

Trial Examiner: It will be so marked. 

(The document mentioned above was marked as Ex¬ 
hibit 120 for [2759] identification.) 

Mr. Robinson: Exhibit designated “Indicated Rates 
of Return for Pittsburgh-West Virginia Gas Company 
and Kentucky-West Virginia Gas Company as Indicated 
by Investor’s Appraisal of Other Natural Gas Com¬ 
panies” to be ma- v ed Exhi bit 121. 
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Trial Examiner : It will be so marked. 

(The document mentioned above was marked as Ex¬ 
hibit 121 for identification.) 

Mr. Robinson: Exhibit designated “Indicated Earn¬ 
ings Price Ratios for Pittsburgh and West Virginia Gas 
Company and Kentucky-West Virginia Gas Company as 
Indicated by Earnings Price Ratios of Other Natural 
Gas Companies”— 

Trial Examiner: Is that a duplicate? 

Mr. Robinson: No.—to be marked Exhibit 122. 

Trial Examiner: It will be so marked. 

(The document mentioned above was marked as Ex¬ 
hibit 122 for identification.) 

Mr. Robinson: Exhibit designated “Indicated Rates 
of Return for Pittsburgh and West Virginia Gas Com¬ 
pany and Kentucky-West Virginia Gas Company Assum¬ 
ing a Capital Structure of 40 Per Cent Debt and 60 Pei 
Cent Common Stock” to be designated Exhibit 123. 

Trial Examiner: It will be so marked. 

(The document mentioned above was marked as Ex¬ 
hibit 123 for identification.) 

Mr. Robinson: An exhibit designated “Fair Rates! 
of Return [2760] for Pittsburgh and West Virginia Gasi 
Company and Kentucky-West Virginia Gas Company” 
to be marked Exhibit 124. 

Trial Examiner: It will be so marked. 

(The document mentioned above was marked as Ex} 
hibit 124 for identification.) 
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By Mr. Robinson: 

Q. Mr. Coffman, I direct your attention to the ex¬ 
hibits that have just been marked, and I ask you to take 
up those exhibits in order and make any statement that 
you consider necessary in connection therewith, particu¬ 
larly, starting with 119. A. Well, the exhibit designated 
as 119 shows the 1945 price range of common stock, that 
is, high and low, and then the closing price at the year- 
end for the 19 natural gas companies which were used 
in my study, and this exhibit contains the data, particu¬ 
larly with reference to December 31,1945, closing prices, 
which Mr. Goldberg asked me to supply during the course 
of my cross-examination. The high and low figures on 
Exhibit 119 were not requested but are inserted because 
those are used to assist me in making certain calcula¬ 
tions which are contained in the subsequent exhibits 
through 124. 

Q. They also are in the form of the information 
used in Exhibit 84? A. That is correct. 

Q. You were also requested, Mr. Coffman, by Mr. 
Sharfman [2761] of the Office of Price Administration 
to check the accuracy of several quotations read into the 
record and also to check the accuracy of certain calcu¬ 
lations made in your Exhibit 84. Will you state whether 
you have checked those matters and what your final con¬ 
clusions were with respect to the various matters called 
to your attention ? A. I have checked these various quo¬ 
tations and found that everything was correct, with the 
following exceptions: In the quotation from Standard 
and Poor’s Utility Survey, dated January 4,1946, a part 
of a sentence was omitted in the official transcription of 
the record. This can be corrected by inserting after the 
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words, “cost of some” on page 2,084, line 8, the words, 
“$120,000,000, and increased daily transmitting capacity 
by.” 

Also, in reference to Chart Number 36, Exhibit 
Number 84, it was stated on page 2211, line 9, that the 
indicated risk rate of Pittsburgh and West Virginia Gas 
Company based on 1940-’44 averages but excluding the 
lowest company, Pacific Light Incorporated, and the 
highest company. Northern Oklahoma Gas Company, 
would have been 9.19 per cent. I believe the correct fig¬ 
ure, after making such eliminations, would be 9.61 pe)r 
cent. Otherwise, the quotations were correct. 

Q. Mr. Coffman, I believe there is some question in 
the record with reference to Chart Number 19, as to thie 
averages shown for manufactured and mixed gas dis¬ 
tributing companies and [2762] natural gas companies, 
excluding pipelines. Have you checked these averages? 

Trial Examiner: That is chart number 19 of Ex¬ 
hibit 84. 

The Witness: Right. The average for the manu¬ 
factured gas distributing companies should be 6.97 per 
cent as shown at the bottom of table supporting Chart 
Number 17, page 6, instead of 6.95 per cent, as shown On 
Chart Number 19. The average of 8.25 per cent for 
natural gas companies, excluding pipeline companies, 
shown on Chart Number 19 is correct, and this figure 
should be substituted for the figure 8.17 per cent that 
appears at the bottom of the table supporting Chart 
Number 17, page 7. 

By Mr. Robinson : 

Q. Mr. Coffman, you were also questioned with re¬ 
spect to the earnings of the Panhandle Eastern Pipeline 
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Company used in your study as to whether or not they 
included funds to be refunded to customers on a rate 
reduction order. Have you checked this information? 
A. Yes. The earnings of the Panhandle Eastern Pipe¬ 
line Company which I used in my study did not include 
the funds which were to be refunded to customers under 
the rate reduction order. 

Q. Mr. Coffman, did you make any attempt to 
analyze the 1945 prices of the 19 natural gas companies 
in order to bring your investor appraisal study up to 
date? A. Yes, I did. But before going into such figures, 
I would first like to point out that since the 1945 earn¬ 
ings are [2763] not yet available, the ratios that I have 
computed cannot be regarded as strictly accurate. 
Nevertheless, I have gone ahead on the basis of the latest 
earnings which were available in all instances. In some 
cases I have used earnings of the 12 months ended Sep¬ 
tember 30,1945, others for the 12 months ended July 31, 
and June 30, and so forth. There were a few instances 
where I had to use the 1944 earnings. 

On the basis of such earnings and the average mar¬ 
ket prices for 1945, I obtained a weighted earnings 
price ratio of 6.98 per cent for the Common Stock of 13 
natural gas companies (exceeding Pipelines) and 5.78% 
on an overall capital basis. This compared with the 
earnings price ratio of 9.08 per cent and an overall ratio 
of 6.85 per cent for 1944. For the six pipeline companies 
the earnings price ratio was 8.82 per cent, and the over¬ 
all ratio was 6.78 per cent for 1945, as compared with 
12.04 per cent and 8.30 per cent, respectively, for 1944. 

Having obtained these ratios for 1945, I proceeded 
to apply them to my study in order to obtain an aver- 
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age ratio for investor’s appraisal for the six-year period^, 
1940-’45, giving greatest weight to 1945. In the case 
of the Pittsburgh and West Virginia Gas Company, I 
arrived at an indicated risk rate of 8.91 per cent, based 
on the 1940-’45 average, and 6.91 per cent based on 1945 
only. 

These figures compare with 9.77 per cent and 9.21 
per cent shown on Chart Number 36 of my study. 

I 

In the case of the Kentucky-West Virginia Gas 
Company, I [2764] arrived at an indicated risk rate of 
7.21 per cent, based on the 1940-’45 average and 6.52 
per cent, based on 1945 only. This compared with 9.03 
per cent and 8.44 per cent, respectively. 

Q. Mr. Coffman, before you go on, the new figures 
to which you have been testifying appear on your Ex-j 
hibits 120 and 121, do they not? A. That is correct. 

I next determined the new indicated earnings price 
ratio for the subject companies based on the inclusion 
of the 1945 figures. In the case of the Pittsburgh and 
West Virginia Gas Company, I obtained a ratio of 11.85 
per cent, based on the 1940-’45 average and 7.88 per cent 
based on 1945 only. This compared with 13.64 per 
cent and 11.91 per cent, respectively, as shown on Chart 
Number 37. 

I 

Q. Therefore, as likewise shown on Exhibit 122? 
A. That is correct. 

I 

In the case of the Kentucky-West Virginia Gas 
Company, I obtained a ratio of 12.19 per cent based on 
1940-’45 average and 7.97 per cent, based on 1945 only. 
These ratios compared with 13.83 per cent and 11.40 
per cent, respectively, as shown for this company in my 
study contained in Exhibit Number 84. 
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Applying the revised ratios based on the inclusion 
of 1945,1 determined a new indicated rate of return for 
the Pittsburgh and West Virginia Gas Company and the 
Kentucky-West Virginia Gas Company, assuming a 
capital structure of 40 per cent debt and 60 [2765] per 
cent common stock. In the case of the Pittsburgh and 
West Virginia Gas Company, I obtained an overall re¬ 
turn requirement of 6.14 per cent as based on the 1940- 
’45 earnings price ratio, and 8.14 per cent based on the 
1945 earnings price ratio only. This compares with 9.56 
per cent and 8.54 per cent, respectively, as shown on 
Chart No. 38 of Exhibit 84. 

In the case of Kentucky-West Virginia Gas Com¬ 
pany, I obtained an overall return requirement of 8.72 
per cent, based on the 1940-’45 average and 6.28 per 
cent based on the 1945 ratio only. This compared with 
9.68 per cent and 8.2 per cent, respectively, for this 
company in my study contained in Exhibit 84. 

Q. And that, likewise, is shown in Exhibit Num¬ 
ber 123; that is, the figure to which you have just re¬ 
ferred? A. That is correct. 

Weighing these new ratios as based on the inclu¬ 
sion of 1945 data, I arrived at a fair rate of return of 
8 per cent for the Pittsburgh and West Virginia Gas 
Company and 7.50 per cent for the Kentucky-West Vir¬ 
ginia Gas Company. These indicated fair rates of re¬ 
turn are one per cent less than that shown for the two 
companies in my study, Exhibit 84, which contained 
figures for 1940 through 1944. 

Q. Those figures just referred to are the ones 
shown in your Exhibit 124? A. That is correct. 
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Q. In other words, Mr. Coffman, you are in effect 
saying [2766] that the investor’s appraisal on a return 
basis of natural gas companies was lower in 1945 than 
previous years and that this resulted in the lowering 
of the indicated fair rate of return? A. That is true, 
with the qualification, of course, that until the full 1945 
earnings are available, the ratios are subject to some 
degree of error. 

Q. As I understand, Mr. Coffman, all of the ex¬ 
hibits with respect to 1945, while designated as based 
on 1945 only, refer to the information that you have 
said was available as to the earnings of 1945? A. Yes, 
and as particularly shown in Exhibit Number 120, where 
the date of the earnings availability is shown in the 
third column on the page under the caption “Earnings 
available for Capital, 12 Months Ended.” The figure 
that I used, which was the last one available to me, is 
clearly designated, for example, “Consolidated Gas Util¬ 
ities Corporation” was 12 months ended July 31, Con¬ 
solidated Natural Gas Company was 12 months ended 
September 30, and so on, as indicated in the exhibit. 

Q. Within what time is it shown that it would 
be possible to get the data showing actual earnings for 
the year 1945? A. I presume it would be something 
along maybe June or May of this year before the various 
annual reports would be available. 

Q. In that connection, Mr. Coffman, would you 
say that [2767] the 1945 figures alone can be used as a 
fair gauge in determining the fair rate of return? A. 
No. I do not believe that the 1945 figures alone can 
be used as a fair guide or measure in arriving at a fair 
rate of return. As everyone knows, the investment mar¬ 
ket in 1945 was greatly inflated by the promising earn- 
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mgs prospect during the post-war period. In many in¬ 
stances, stocks have risen to levels which bear little or 
no relationship to intrinsic or true value. 

There is one factor in particular that is misleading 
as to the earnings possibilities of a large number of 
companies including natural gas companies. That is 
the elimin ation of the excess profits tax. Needless to 
say, there has been a great deal of fallacious reasoning 
in the market that most, if not all, of the savings of ex¬ 
cess profits taxes will be carried through to net profit 
in 1946. 

Q. Would you say, then, Mr. Coffman, that mar¬ 
ket for securities in 1945 was abnormal and distorted in 
comparison with trends of other years or previous 
years? A. Yes. I would say that it was abnormal. It 
may be because of shortages of investments generally 
and the huge amount of money available for investment 
we will witness a period of relatively low yields on all 
types of securities. Just how long that period will be, 
I do not know. But I do view with skepticism the highly 
optimistic forecasts that are being made in some quar¬ 
ters as to the post-war earnings possibilities of [2768] 
business enterprises, particularly in the regulated 
utility field. 

Mr. Robinson: I would offer in evidence, in connec¬ 
tion with the testimony of the witness, the exhibits that 
have been marked 120 to 124, inclusive, and that portion 
of Exhibit 119 which is set forth in the first two columns 
designated high and low. 

I might say my only reason for not offering the last 
is that it was information furnished at the request of 
Mr. Goldberg and we do not consider that that figure 
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has any special significance in this study or approachL 
That’s the only reason I am not including that in the 
offer. 

Mr. Goldberg: I am not going to join in Exhibit 119. 
I think I will request Mr. Coffman now to read into the 
record, in response to my request made at pages 1973 
to 1974 the year-end figures, the 1945 year-end marked 
prices. 

May the witness proceed to do that, Mr. Examiner^ 

Trial Examiner: Those are the figures which ap¬ 
pear in the last column in Exhibit 119? 

Mr. Goldberg: I understand that portion of the ex] 
hibit is not being offered in evidence. I am not joining 
in Exhibit Number 119. 

Trial Examiner: That assumes this column will be 
stricken out in Exhibit 119. 

Mr. Goldberg: Yes. I see no reason in having it 
there any longer if we proceed in the manner I requested^ 

Trial Examiner: If that is not going to be offeree! 
along with the rest of the exhibit, it should be stricken 
from the [2769] exhibit by drawing lines through those 
figures, or something of that kind, to indicate that they 
are not to be included. 

Mr. Robinson: I would have no objection to that 
and having it read into the record. I want to note a 
general objection to that, for it is immaterial and 
irrelevant as in any way related to the approach or the 
study which Mr. Coffman has made. 

i 

Trial Examiner: In other words, you have no ob¬ 
jection to the inclusion of that information in the record. 
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but you don’t want to mislead anyone in assuming that 
that affords the basis for some other conclusions which 
he may have arrived at? 

Mr. Robinson : I am objecting to the inclusion of 
that information in the record on the ground that I have 
stated it is immaterial and irrelevant and it is not prop¬ 
erly related to the pattern of the approach which has 
been disclosed by the witness in all his testimony. 

Trial Examiner: All right, we will strike out the 
last column in the exhibit. 

The witness may proceed to read into the record 
the figures requested by counsel for the Commission, 
which means, of course, that the objection to that testi¬ 
mony is overruled. 

The Witness: The closing price as of December 31, 
1945, on common stock of 19 natural gas companies is as 
follows: Consolidated Gas Utilities Corporation, 9%. 
Consolidated Natural Gas Company, 42%. Houston 
Natural Gas Company, 37. Lone Star Gas Company 
16%. Montana-Dakota Utilities Companies, [2770] 
11%. Mountain Fuel Supply Company, 11%. National 
Fuel Gas Company, 14%. Northern Oklahoma Gas Com¬ 
pany, 10. Oklahoma Natural Gas Company, 41%. 
Pacific Lighting Corporation, 58%. Rio Grande Valley 
Gas Company, 2%. Southern Union Gas Company, 23. 
United Gas Corporation, 15%. The Natural National Gas 
Pipeline Companies’ common stocks had closing prices 
as follows, on December 31,1945: 

El Paso Natural Gas Company, 46%. Interstate 
Natural Gas Company, 41. Memphis Natural Gas Com¬ 
pany, 8%. Northern Natural Gas Company, 46%. Pan- 
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handle Eastern Pipeline Company, 38%. 

Natural Gels Company, 24. 

* * * * * 

[2771] Cross Examination. 

By Mr. Goldberg : 

Q. Mr. Coffman, I find upon examining the reconjl 
that we haven’t had a response to all of our requests yet. 
I find that in addition to the year-end prices that yoif 
have read in the record, we had also wanted the inf ormaf 
tion related to the weighted average investor’s appraisal 
of the 19 companies. I have reference to page 2228. 
think I’d better read the request that I made at thaf 
point. We had anticipated, by certain interjections thaj: 
Mr. Robinson had made about your coming in with other 
data along the pattern you followed in Exhibit 84, some 
question might arise. 

I will read what I stated into the record. I saidi 
“You will recall, Mr. Coffman, that in your cross-examf 
ination on page 1973 of the transcript, we asked you for 
the weighted average investor’s appraisal of the 19 comf 
panies at current prices, and you said you would furnish 
that information, but at page 1974 I notice a statement 
by you: ‘I shall bring the prices continuously down td 
the end of the year,’ and you made that statement afte| 
Mr. Robinson had interjected about the presentation of 
data on another basis. Now, we would like to have you, 
in connection with our request, provide us with the in ¬ 
formation we asked for, based on the common stock of 
the 19 companies, priced at the closing price, or at the 
bid or asked price as of December 31, 1945. In otheij- 
words, you may want to do other things in [2772] conj 
nection with what Mr. Robinson mentioned, but whatever 
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else you do, we do want that that I have just mentioned.” 
End of the quotation. 

Do you have the second phase of the request relat¬ 
ing to the 1945 year-end prices? A. I am not sure that 
I understand what you mean. Is that the multiplication 
of the number of shares by the closing price to get 
dollars? 

Q. Yes. A. I have that figure I can give you in 
total dollars. 

Q. Our request related to the relating average 
investor’s appraisal, and if you have that, we will take 
that. If you haven’t, then I think you should be given 
time to get it for us, because it may be that your atten¬ 
tion had been concentrated on page 1973 where the re¬ 
quest had become somewhat obscure. A. Isn’t that the 
figure that is contained in the last column on Exhibit 
120 that you referred to, which is captioned “Investor’s 
appraisal, 1945”? 

Q. That is based on high and low prices, isn’t it? 
A. That is right. 

Q. We would like to have the same information 
based on December 31, 1945, prices. You don’t have 
that? A. No. 

Q. Will you make a note to get that for us ? A. Yes. 
[2773] In your exhibits that you have presented this 
afternoon, you have used a 6-year period, is that right? 
A. That is correct. 

Q. And the weighting, for example, was six to one 
for 1945 and five to one for 1944, and so on, back to the 
first year? A. That is correct. 
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Q. Why did you change from a five-year period to 
a six-year period? A. There is no reason for that, ex¬ 
cept that there was just one more year. I added it on. 

Q. Couldn’t you have used a six-year period in 
Exhibit 84? A. I could have, except that the figures 
were available. I took the five-year period in order not to 
incur more time in preparation. 

Q. You decided a five-year period for your exhibit 
was adequate? A. I thought it was reasonable. 

Q. Your only reason for changing to six years in 
the exhibits you presented this afternoon was merely 
the fact you had the six years? A. Yes. It was simpler 
and easier and quicker just to add on. If I had taken five 
years, I would have had to drop off 1940 and add 1945. 
That’s the only reason. 

Q. Now, in connection with Chart 20 of Exhibit 
84, at transcript pages 1982 to 1983 we had requested 
that you supply [2774] us with the figure comparable 
to the 58.2 per cent on Chart Number 29, the figure we 
requested being based upon 1945 prices. Do you know 
what that is, the comparable figure? A. I think I might 
be able to get that figure from the figures I have here. 

Mr. Robinson: Would you like to look at the testi¬ 
mony? 

The Witness: I have a chart here. I don’t have 

I 

a copy of the testimony. 

Mr. Goldberg: 1982, that is the page. Begin at 
line 15. 

The Witness: I think I may be able to get that 
figure from some others I have there. I don’t have it. 
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By Mr. Goldberg: 

Q. Will you make a note of that? A. On that 
point, the question read, “What is the common stock 
per cent at present prices?” Is that still referring to 
December 31? 

Q. December 31,1945. 

One other request we had was made at page 2063. 
That related to your Exhibit 101 in the Interstate case. 
We had asked you to supply the volume of sales of the 
Interstate common stock for the period 1930 to 1932— 
let me check the year; I may have made a mistake in 
copying it down. The record reads “1930 to 1942.” I 
think it is correct. A. Mr. Goldberg, may I ask on that, 
is your request merely the checking of the one per cent? 
[2775] Q. That is right. A. As to whether that is 
accurate or not? 

Q. That is right. A. On that prior question, I 
think I have the figures here so that I can answer that. 

Q. All right You are referring to the comparable 
figure to the 58.2 per cent? A. That is correct 

Mr. Robinson: Do you want the question read 
back? 

Mr. Goldberg: He knows what his 58.2 represents. 
I have no objection to having it read back. 

The Witness: The figure which would be compar¬ 
able to the 58.2 per cent representing common stock of 
all natural gas companies as shown on Chart 20 in Ex¬ 
hibit 84, captioned “Distribution of Invested Capital of 
Natural Gas Companies in 1944,” based on market prices 
would be 67.8 per cent based upon 1945 figures. 
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Mr. Goldberg : Thank you, very much, 
can mark that one off. 

****** 


[2840] JOHN W. GUILDAY was called as a witness), 

and, having been first duly sworn, was examined and 

testified as follows: 

Direct Examination. 

By Mr. Robinson: 

Q. Mr. Guilday, will you state your full name and 
present address? A. John W. Guilday, Pittsburgh, 
Pennsylvania. 

Q. Will you state your education? [2841] A. I 
graduated from the University of Cincinnati in 1922 
with the degree of Civil Engineer. 

At the present I am an Associate Member of the 
American Society of Civil Engineers and of the Techni¬ 
cal Valuation Society, and a Licensed Professional En¬ 
gineer in the State of Pennsylvania. 

Q. Would you state your experience? A. Directly 
after graduation, I began work in Cincinnati, Ohio, as 
an engineer with the Pennsylvania Railroad, on the de¬ 
sign and construction of bridges and track installations, 
serving one year. 

I then worked with the Kentucky Highway Depart¬ 
ment as Chief of Field Party in establishing concrete 
highway locations and the construction thereof with 
appurtenant structures. 

In March, 1924, I entered the employ of Morris 
Knowles, Inc., Consulting Engineers, of Pittsburgh, 
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Pennsylvania, and I served in the Pittsburgh office until 
1934. 

During this ten-year engagement, the type of work 
on which I was engaged consisted of the general and 
varied problems that arise in consulting engineering 
practice. 

The primary field of work dealt with valuations, 
appraisals, accounting studies of public utilities in the 
water, gas and electric field, and design and construction 
of water supply and sewage systems. 

[2842] My work has covered investigations, valuations, 
and appraisals, design, construction, estimates of con¬ 
struction costs, preparation of specifications, supervi¬ 
sion of construction, regulatory studies involving deter¬ 
mination of depreciation, establishment of rates, design 
of tariffs, accounting analyses relative to establishment 
of original cost of properties and establishment of con¬ 
tinuing property records, and accounting analyses for 
determination of operating revenues, operating ex¬ 
penses, and budgets. 

From 1934 to 1936 I was on the staff of Maurice R. 
Scharff, Consulting Engineer, New York City, supervis¬ 
ing the field and office forces, engaged in the inventory 
and reproduction costing of the overhead electric system 
of the Westchester Lighting Company, Westchester 
County, New York, and the establishment of the contin¬ 
uing property records system. 

From July, 1936, to September, 1936, I acted as 
Principal Assistant Engineer to Mr. Nathan B. Jacobs, 
Water Consultant of District No. 2 in connection with 
the preparation of the Drainage Basin Report published 
by the National Resources Committee in January, 1937. 
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From September, 1936, to May, 1937,1 acted in the 
capacity of Administrative Assistant and Engineer with 
the Water Resources Committee in Washington, D. C.J 
In this assignment, I was in responsible charge of the 
preparation of reports and studies from various stated 
and drainage basins, [2843] including flood control, 
water supply, water power, navigation, and pollution, 
and the preparation of project lists for construction 
planning. 

I 

In May of 1937, I returned to the staff of Maurice 
R. Scharff in New York and served with him until July, 
1942. During this 5-year period my duties consisted of 
supervision of preparing reproduction cost estimates of 
gas and electric utility properties; among which was the) 
Equitable Gas Company and Pittsburgh & West Virginia! 
Gas Company in 1938; the preparation of depreciation 
studies, inspection of properties in the field, original cost 
studies, accounting studies and establishment of con-i 
tinuing property records. 

In July of 19421 returned to the Pittsburgh office of 
Morris Knowles, Incorporated, and since that date I have 
been engaged on valuation, management, and accounting 
studies of utility properties. 

Dining the past 22 years in the service of Morris 
Knowles, Incorporated, and Maurice R. Scharff, I have 
assisted in and supervised the preparation of field inven¬ 
tories, development of construction costs, overhead 
costs, depreciation studies, and accounting studies of 
some 25 water utilities, 10 gas utilities, 15 electric utili¬ 
ties, and more than 20 industrial plants and business 
establishments, among the major companies being the 
Consolidated Edison Company of New York, the Brook- 
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lyn Edison Company of New York, Duquesne Light Com¬ 
pany, Cuban [2844] Electric Company in Cuba, Equi¬ 
table Gas Company, Pittsburgh & West Virginia Gas 
Company, Queensboro Gas & Electric Company, Brook¬ 
lyn Union Gas Company, and I have also testified before 
the Pennsylvania Public Utilities Commission. 

At present, although on the staff of Morris Knowles, 
Incorporated, I am associated with Maurice R. Scharff 
in the preparation of studies relative to gas and electric 
utilities. 

• •••§• t 


[2855] JAY SAMUEL HARTT was called as a witness, 
and having been first duly sworn, testified as 
follows: 

Direct Examination. 

By Mr. Robinson: 

Q. Mr Hartt, where is your place of business? A. 
327 South La Salle Street, Chicago, Illinois. 

Q. And your business? A. Consulting engineer. 

Q. How long have you been in that business? A. 
Since 1919. 

Q. Will you state what your principal activities 
have been? A. Public utility rate and valuation cases, 
public utility reorganizations, market analyses, and 
financing. In addition, I am president of Midland Utilities 
Company and Midland Realization Company, which are 
public utility holding companies, owning and controlling, 
operating gas, electric and traction properties, produc¬ 
ing annual revenues of about 40 million dollars. I am 
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also President of the Chicago South Shore and South 
Bend Railroad, which has annual revenues of about 7 
million dollars. 

Q. In what fields have you pursued your activities t 
[2856] A. In every state in the United States, in Canada!, 
Mexico, Haiti, Porto Rico and the Dominican Republic. 

******* 


[3038] H. W. RUEMMELE. 

******* 

I 

Further Direct Examination 

l 

• **•*«* 

By Mr. Robinson: 

Q. Mr. Ruemmele, I direct your attention to an 
exhibit which has just been marked 68-A, and ask you 
to state whether you prepared it, and also if you would 
explain the exhibit. A. I did prepare that exhibit. This 
exhibit, the first page of which is page 5, is a summarjy 
sheet, depreciation, gas and oil properties, years 1927 
through 1944, and estimated years 1945 through 195(j), 
and is a revision of the amounts contained on page 5 <if 
Exhibit 68, to reflect results of the application of the 
revised annual depreciation rates appearing [3039] i|n 
Kuhn’s Exhibit 69-A. 

I 

The determination of the revised annual deprecia¬ 
tion, using the revised rates, was done in a manner 
similar to that used in determining the annual depre¬ 
ciation as reflected on page 5 of Exhibit 68. The revised 
sheet reflects estimated total depreciation to December 
31,1944, of $3,101,852.62, which amount is smaller than 
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the annual depreciation for the same period as shown on 
page 5 of Exhibit 68 by $95,767.47. 

The revised estimated annual depreciation for the 
years 1945 to 1950, amounts to $1,982,282, which amount 
is $57,818 less than that shown for the same period on 
page 5 of Exhibit 68. 

The total revised estimated annual depreciation to 
December 31,1950, is $5,084,134.62, which is $153,585.47 
less than that shown for the same period on page 5 of 
Exhibit 68. 

Another change is made in this exhibit from the 
amount shown on page 5 of Exhibit 68, namely, amounts 
in the estimated accrual per books section of the page, 
on the line “Compressor Stations, Dehydration plant, 
and gasoline plant,” under the years 1945, 1946, 1947, 
and 1949 were lowered by $1,000, making a change in 
the total column of $4,000 less than that shown on the 
same page of Exhibit 68. 

The second page of this exhibit is comparable to 
page 6 of Exhibit 68, and is a revised recapitulation of 
the results shown by the depletion and depreciation 
study exhibits, and [3040] contains information s imil ar 
to that shown on page 6 of Exhibit 68, with the excep¬ 
tion that the depreciation annual accruals have been re¬ 
vised to reflect the changes in the revised estimated 
a nnu al depreciation rates shown in the Kuhn Exhibit 
69-A. 

The total change on this page is identical with the 
•total change made on page 5 of this Exhibit 68-A. 
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By Mr. Robinson: 

[3052] Q. Mr. Ruemmele, will you refer to Exhibit 149 
and state whether or not you prepared it, and also 
explain it? A. I did prepare this exhibit, and it shoWs 
the original cost of utility gas plant, the depreciation, 
depletion and amortization reserve requirement, and 
original cost less reserve [3053] requirement, as of 
December 31, 1945. 

The explanation with regard to the information 
shown in the various columns of this exhibit is similar 
to the explanation given of the comparable exhibit 148, 
for the period as of December 31,1944, with the excep¬ 
tion that the annual accrual for the year 1945, for de¬ 
pletion and amortization, was based on the rate of four 
and a half cents per Mcf, gas produced, as set out in 
Kuhn’s Exhibit 95. The depreciation rates used for 
determining annual accruals were rates established by 
Kuhn’s Exhibit 69-A, and as shown in total dollars in 
Exhibit 68-A. 


This exhibit shows the original cost of gas plant as 
of December 31, 1945, of $22,733,997.31, which amount 
ties in to the amounts shown in the last column of Ex¬ 
hibit 147, on the line total account 100 gas plant. The 
reserve requirement as of December 31, 1945, as showiji 
by this exhibit, is $10,377,329.52, and the original cos); 
of gas plant, less reserve requirement as of December 
31, 1945, is $12,356,667.79. 

Mr. Robinson: I would like to have an exhibit 
designated “Kentucky-West Virginia Gas Company, 
Estimated Original Cost, Utility Gas Plant, and Esti¬ 
mated Original Cost of Utility Gas Plant, Less Deprecia¬ 
tion, Depletion and Amortization Reserve as of Decem¬ 
ber 31, 1946-1950, inclusive,” marked Exhibit 150. 
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Trial Examiner: It will be so marked. 

(The document referred to above was marked as 
Exhibit No. 150 for identification.) 

[3054] By Mr. Robinson: 

Q. Mr. Ruemmele, will you now refer to Exhibit 
150 and state whether or not you prepared it, and also 
explain it? A. I did prepare Exhibit 150 for identifica¬ 
tion, and the exhibit shows the estimated original cost 
of utility gas plant, and estimated original cost of util¬ 
ity gas plant less depreciation, depletion and amortiza¬ 
tion reserve requirement, for the period beginning with 
December 31, 1946 and ending with December 31, 1950. 

The estimated original cost for each year was based 
on additions and retirements to plant for each future 
year by accounts, as reflected in the detailed sheets sup¬ 
porting the additions to plant as shown in Exhibit 68. 
The amounts shown for the year 1946 in the column 
“Original Cost, Less Reserve”, are based on the original 
cost as shown in the preceding column, less the reserve 
requirement, arrived at by adding to the reserve re¬ 
quirement, as of December 31, 1945, the annual accrual 
for the year 1946, for depletion, based on rates estab¬ 
lished in Kuhn’s Exhibit 95, and the amounts for depre¬ 
ciation contained in Exhibit 68-A, which are based on 
rates established in Kuhn Exhibit 69-A. This same pro¬ 
cedure is followed in the case of each future year. 

The exhibit shows the estimated original cost of 
utility gas plant, as of December 31, 1946, of $24,154,- 
097.31, and original cost less reserve requirement as of 
the same date of [3055] $12,806,996.79. 
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As of December 31,1947, the original cost of utility 
gas plant is $25,708,497.31, and the original cost less 
reserve requirement is $13,191,916.79. 

As of December 31,1948, the original cost of utility 
gas plant is $27,277,197.31, and the original cost less 
reserve requirement is $13,567,110.79. 

As of December 31,1949, the original cost of utility 
gas plant is $28,860,197.31, and the original cost less 
reserve requirement is $13,922,962.79. 

As of December 31,1950, the original cost of utility 
gas plant is $30,433,197.31, and the original cost less 
reserve requirement is $14,200,286.79. 

Mr. Robinson: I would like to have an exhibit iden¬ 
tified as “Kentucky-West Virginia Gas Company, Depre¬ 
ciation and Depletion Accrual by Accounts, Years 1945 
to 1950, Inclusive” marked Exhibit 151 for identifica¬ 
tion. 


Trial Examiner: It will be so marked. 

(The document referred to above was marked as 
Exhibit No. 151 for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you refer to Exhibit 151 
and state whether or not you prepared it, and also give 
us any other statement you deem advisable in connec¬ 
tion with that exhibit? A. I prepared this exhibit, and 
the exhibit shows the [3056] estimated annual accrual 
for depreciation, depletion and amortization applicable 
to gas property, by accounts and by years from 1945 to 
1950, inclusive. 
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In the determination of the amount, by accounts, 
of depreciation, I have used amounts which are identical 
to the amounts shown in total in Exhibit 68-A, and 
which amounts are based on depreciation rates estab¬ 
lished by Mr. Kuhn in his Exhibit 69-A. 

The annual accrual for depletion and amortization, 
for each year, is based on a 4.6 cents per Mcf gas pro¬ 
duced rate set by Mr. Kuhn in his Exhibit 95. The Mcf- 
gas-produced figure was obtained from Beecher Exhibit 
104. 


The amounts of annual accruals by years shown on 
this statement are all amounts considered as deductions 
from net income, with exception that $6,000 in each year 
is charged to clearing accounts. The $6,000 shown on 
this statement is in Account 373. 

******* 


[3064] JOHN W. GUILDAY, a witness having previ¬ 
ously been duly sworn, resumed the stand and tes¬ 
tified further as follows: 

Further Direct Examination (Cont’d) 

By Mr. Robinson: I would like to have certain 
exhibits marked, as follows: 

An exhibit designated “Kentucky West Virginia 
Gas Company, Estimated Minimum Reproduction Cost 
New, Less Reserve Requirement, of Utility Gas Plant, 
as of December 31, 1944” to be marked Exhibit 153 for 
identification. 

Trial Examiner: It will be so marked. 
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(The above-mentioned document was marked Ejx- 
hibit No. 153 for identification.) 

Mr. Robinson-. An exhibit designated, “Kentucky- 
West Virginia Gas Company, Estimated Minimum Re¬ 
production Cost New and Less Reserve Requirement of 
Utility Gas Plant as of December 31,1945” marked fijx- 
hibit 154. 

Trial Examiner: It will be so marked. 

Mr. Robinson: An exhibit designated, “Kentucky 
West Virginia Gas Company, Estimated Minimum Re¬ 
production Cost New and Less Reserve Requirement of 
Utility Gas Plant as of December 31, each year, from 
1946 to 1950 inclusive” marked [3065] Exhibit 155 ijor 
identification. 

I 

Trial Examiner: It will be so marked. 

(The above-mentioned documents were marked Ex¬ 
hibit Nos. 154 and 155 respectively, for identification.) 

******* 

By Mr. Robinson : 

Q. Mr. Guilday, without referring to any figures, 
which appear in Exhibit 153, will you just briefly stalte 
the basis on which that exhibit was prepared, and, I ajm 
simply directing your attention to the use of the word, 
“minimum reproduction cost.” 

, 

Mr. Goldberg: Mr. Examiner, if that is the same 
question we had with respect to the exhibits on repro¬ 
duction cost presented by Mr. Guilday for the Pittsburgh 
and West Virginia Gas Company Properties, for the 
reasons I stated at that time, I object to the question. 
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Mr. Robinson: For the moment, I am only dealing 
with the question of the general basis of the considera¬ 
tion, and the approach, just to show the nature of the 
determinations, and [3066] generally, the basis on which 
it was developed, and I am directing my question now 
merely to the use of the word “Minimum” for the pur¬ 
pose of identifying what he means by the word, “mini¬ 
mum.” 

Mr. Goldberg: That is a self-explanatory word. 
Minimum means minimum Mr. Guilday, are you using 
it in Webster’s dictionary sense? We all know what it 
is Mr. Robinson. It is no special word of art here. 

Mr. Robinson: I appreciate that, but I wanted him 
to say why he used the word, “ minimum ,” that is all. 

Trial Examiner: It seems to me it is the same ques¬ 
tion we had up before on at least one other occasion and 
we decided at that time that the manner in which these 
conclusions were arrived at, and the reason for using 
the word, “minimum” and so forth, were no more mate¬ 
rial than the substance of the exhibits themselves, and 
consequently that they were immaterial and irrelevant 
to any of the issues in the proceeding. That has been the 
ruling heretofore and I see no reason to deviate from it 
in this instance. 

Mr. Robinson: Well, in order to shorten the mat¬ 
ter, realizing, what,- as you say, has already transpired 
in a similar situation in the Pittsburgh and West Vir¬ 
ginia Company case, I would offer in evidence Exhibit 
153. 

Mr. Goldberg: For the reasons already stated, Mr. 
Examiner, I object to the receipt in evidence of Exhibit 
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153, [3067] and I should like to observe, in that co nne ct 
tion, that when Mr. Scharff was first put on the stand to 
offer reproduction cost testimony, Mr. Robinson made a 
very impassioned plea for the admission of that evidence 
in connection with Pittsburgh and West Virginia GaS 
Company, because he said there had been these tremen¬ 
dous changes occurring over the span of years of exist¬ 
ence of Pittsburgh and West Virginia Gas Company, 
which he said was a long span of years. Here we have 
a young company, and I am a little bit surprised that 
Mr. Robinson, in view of those statements, still offers 
reproduction cost testimony. 

Mr. Robinson: Well, I think, in answer to that 
statement, that it is simply a question of the point as 
I expressed at that time, under any theory of approach 
in which, for reasonable and practical reasons, the Com¬ 
mission will have to depart from the assumption that 
original cost is the only assumpition to be considered. 

I didn’t say, nor do I mean to say that I do not think 
that reproduction cost should be considered at all times 
as a factor. I was simply stressing the particular facts 
in that case, showing that there had been such a tremen¬ 
dous change in the buying power of money. I didn’t 
mean to imply that I didn’t consider that reproduction 
cost was inadmissible in those cases in which there was 
any reasonable or substantial departure from the actual 
cost of the properties. 

[3068] I realize, of course, that if the construction takes 
place so near to the time of the inquiry, and the price 
levels have not changed, that even in those jurisdictions 
where reproduction cost is considered, it serves no useful 
purpose to have an estimate, but where any substantial 
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change has taken place, as it has in here, it seems to me 
that reproduction cost is a factor which should be known 
and considered for whatever effect it has. 

That is all I have to say on the offer. 

Trial Examiner : For the reasons heretofore stated, 
the objection to Exhibit Number 153 is sustained. 

Mr. Robinson: I would like to make an offer of 
proof. I offer to prove, by this witness, that the cost of 
reproduction new of the operating property of the Ken¬ 
tucky West Virginia Gas Company, including land, 
natural gas leaseholds, natural gas rights, utility plant 
held for future use, and construction work in progress,— 
and I understand that natural gas rights are put in at 
cost, not at their present estimated value—as of De¬ 
cember 31,1944, was not less than $22,270,000, and that 
the cost of reproduction new, less the reserve require¬ 
ment, based upon the same relationship as the original 
cost, less reserve requirement, bears to the original cost, 
as of December 31,1944, was not less than $12,900,000. 

ilfr. Goldberg : Same objection to the offer of proof. 

Trial Examiner : The objection to the offer of proof 
is [3069] overruled. I take it that there is no question 
involved here of the insufficiency of the books and 
records of the company to disclose the actual original 
cost of the property, the actual investment in the prop¬ 
erty? 

Mr. Robinson: I know of no such question in this 
case, and it is my understanding that the books do reveal 
costs as to the costs incurred at the time, of course, at 
which the work was done. It doesn’t, of course, in any 
way reflect any changes that have taken place in cost 






John W. Guilday — Direct. 


629 

levels or any changes in the buying power of money, but 
merely the actual dollars spent at the time of construc¬ 
tion. 

Trial Examiner: But the purpose of offering *hia 
reproduction cost new testimony is not to supply any 
deficiency in the books and records of the company? 

Mr. Robinson: That is right. In order to save time, 
I am going to— 

Mr. Goldberg: I don’t understand that Mr. Robin¬ 
son has ever, in this case, offered reproduction cost, 
original cost testimony to supply deficiencies in the 
books am I right in that, Mr. Robinson? 

Mr. Robinson: That is my understanding. 

I will now offer in evidence Exhibit 154, which has 
been previously identified, showing the estimated repro¬ 
duction cost as of December 31, 1945. 

Mr. Goldberg: Same objection to the offer of Ex¬ 
hibit 154. 

[3070] Trial Examiner: The ruling on the objection to 
Exhibit 154 will be the same, that is to say, the objection 
is sustained. 

Mr. Robinson: I will now make the following offer 
of proof: 

I propose to prove, by this witness, that the cost of 
reproduction new of the same operating property, as of 
December 31, 1945, based upon the reproduction cost 
new as of December 31,1944, adjusted, by the additions 
and retirements to property, that actually occurred in 
1945, was not less than $23,460,000, and that the cost of 
reproduction new, less the reserve of requirement, de- 
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termined in the same m a n ner, for 1944, was as of Decem¬ 
ber 31,1945, not less than $12,840,000. 

Mr. Goldberg: Same objection to the offer of proof. 

Trial Examiner: The objection to the offer of proof 
is overruled. 

Mr. Robinson: I would also offer in evidence Ex¬ 
hibit 155, which is the estimated reproduction cost of 
properties less the reserve requirement, for the years 
1946 to 1950, inclusive. 

Mr. Goldberg: Same objection to Exhibit 155, Mr. 
Examiner, for the reasons already stated several times 
on the record. 

Trial Examiner: The objection to Exhibit 155 is 
[3071] sustained. 

Mr. Robinson: I would therefore make an offer of 
proof, to prove by this witness that the cost of reproduc¬ 
tion new, for the same operating property, as of Decem¬ 
ber 31, for each year, from 1946 to 1950 inclusive, based 
upon the cost of reproduction new, as of December 31, 
1945, adjusted by the additions of estimated annual 
budget requirements for new property to be added, and 
less estimated annual retirements, reproduction prices, 
was not less than $24,860,000 in 1946; $26,400,000 in 
1947; $27,960,000 in 1948; $29,540,000 in 1949; and 
$31,100,000 in 1950; and that the cost of reproduction 
new, less the reserve requirement, as of December 31, 
for each year from 1946 to 1950 inclusive, was not less 
than $13,270,000 in 1946; $13,640,000 in 1947; $14,000,000 
in 1948; $14,340,000 in 1949; and $14,600,000 in 1950. 

Mr. Goldberg : Same objection to the offer of proof. 
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Trial Examiner: Objection to offer of proof is 
overruled. 


[3072] Mr. Robinson: Mr. Hartt. 


Whereupon, 

JAY SAMUEL HARTT [3073] a witness having been 
previously duly sworn, was recalled to the witness 
stand and testified further as follows: 

Direct Examination (Continued.) 


[3085] Mr. Robinson: I would like to have an exhibit 
designated “Kentucky West Virginia Gas Company, 
Revenues and Expenses Per Books, Year 1945 Adjusted,” 
marked Exhibit 160 for identification. 

[3086 ~[Trial Examiner: It will be so marked. 

(The document above referred to was marked Ex¬ 
hibit 160 for identification.) 

By Mr. Robinson: 

Q. Now, referring to Exhibit 160 for identification, 
will you please explain this exhibit? A. Exhibit 160 
for identification sets forth in the first column of figure^ 
the operating revenues and expenses per the books of 
the company for the year 1945. In the second column 
of figures, there are two adjustments. The first adjustJ 
ment, which carries through most of the items, related 
to a retroactive wage adjustment, which totaled $12,442 
paid in 1945, but applicable to the 1944 expenses. 

I 

I might say that the total shown on the sheet does 
not quite equal the $12,442 because there are a few other 
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items that the adjustment applied to which are not in 
the operating expenses. 

The second adjustment was to reflect the annual 
allowance for depreciation and depletion, at the rates 
testified to by Mr. Kuhn, and computed into amounts by 
Mr. Ruemmele. 

The third column of figures shows the 1945 ex¬ 
penses, restated to effect the adjustments which I have 
just explained. 

The effect of the exhibit is to increase the net utility 
income by $98,104. 

******* 

[3090] JAY SAMUEL HARTT, the witness on the stand 
at the time of the recess, resumed the witness stand 
and testified further as follows: 

Re-Direct Examination (Resumed). 

By Mr. Robinson: 

******* 

[3093] Mr. Robinson: I would like to have an exhibit 
designated “Kentucky West Virginia Gas Company, 
Revenues and Ex penses, Fair Field Price Substituted for 
Gas Production Cost,” identified as Exhibit 163. 

Trial Examiner: It will be so marked. 

(The document above referred to was marked Ex¬ 
hibit No. 163 for identification.) 

By Mr. Robinson : 

Q. Directing your attention to Exhibit 163, Mr. 
Hartt, will you state whether or not this was prepared 
by you under your direction? A. It was. 
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Q. What were the sources of the information for 
the data that were used in the preparation of that ex¬ 
hibit. A. For the year 1945, I used the revenues and 
expenses per books, adjusted as testified to in relation 
to Exhibit 160, and for the years 1946 to 1950,1 use<i as 
a basis the detail [3094] figures that were prepared to 
compile Exhibit 157. I deducted from the expenses for 
each individual year all items of expense that related to 
the production of gas up to the well-mouth, and I have 
substituted in place of the expense of production up to 
the well-mouth a price of 15 cents per thousand cubic 
feet for all gas produced by the company. 

* * * * * * • | 

[3095] Mr. Robinson : I offer in evidence Exhibit 163 
for identification. 

Mr. Goldberg: Same objection as was made by 
counsel for the Staff in connection with the similar type 
of exhibit offered on behalf of Pittsburgh & West Vir¬ 
ginia Gas Company. 

Trial Examiner: Objection to Exhibit No. 163 sus¬ 
tained. 

Mr. Robinson: I would like to make the following 
offer of proof: 

I offer to prove by this witness that, using what is 
commonly referred to as the fair field price approach, 
substituting that price which, in this case, was taken 
at 15 cents per Mcf, for the cost of gas produced by the 
company, and applying it to the operating statements 
and the results shown in Exhibit 157, that the said ap¬ 
proach would show the following losses in operation, for 
the following years: 
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[3096] For the year 1945, a loss of $594,715; 

Mr. Goldberg : Same objection to the offer of proof, 
at the same time observing, Mr. Examiner, that the char¬ 
acterization of the figures on 163 as a loss is entirely 
erroneous. There is nothing real or actual about that. 

Trial Examiner: The objection to the offer of proof 
is overruled. 

• • • • • • * 

[3123] DONALD B. BEECHER. 

• • • • • * * 

Re-Direct Examination. 

By Mr. Robinson: 

* • t # • * * 

[3141] Due to the end of the wartime emergency and 
the need for gas and also due to the continuation and en¬ 
largement of the difficulties of obtaining materials, 
Kentucky West Virginia Gas Company in 1946 has re¬ 
verted substantially to its pre-war practice of plugging 
these new wells, which definitely would not be econom¬ 
ical to operate. 

All new wells having 60 Mcf or less open flows per 
day will be considered to be non-productive and will be 
plugged as dry holes. 

My decision that all wells having daily open flows 
of 60 Mcf or less will be considered to be non-productive 
was predicated upon information furnished to me by Mr. 
Dufenbach, who at my request had investigated the cost 
incurred by the company in saving the small wells, and 
also upon my own judgment and experience as to the 
costs which are normally incurred in such operations. 
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While this data shows that it is not economical to 
save some of the wells having open flows higher than 61 
Mcf per day, I have set the minimum standard at 60 Mcf 
per day and less for wells to be considered as non¬ 
productive. 

* * * * * # * 

[3144] In the determination of the proper rate for de¬ 
pletion accrual during 1945, as shown in Exhibit 68 in 
these proceedings and as testified to by Ruemmele, it 
was necessary to use an average ultimate recovery per 
well. This average was taken at [3145] 250,000 Mcf pPr 
well over the succeeding five-year period, even though 
the estimated average ultimate recovered had de¬ 
creased from 320,700 Mcf in 1942 to 242,600 Mcf in 194&, 
and 224,100 Mcf in 1944. 

The forecast of 250,000 Mcf per well was furnished 
to Mr. Ruemmele on May 28,1945. 

It was realized at the time of the estimate prepared 
for Mr. Ruemmele that the 1943 and 1944 results were 
low because of the saving of the small wells, and it was 
not expected that such practice would be continued in¬ 
definitely. If all wells of 60 Mcf and less had been con¬ 
sidered to be non-productive, we now estimate that the 
average estimated ultimate recovery per well would have 
been approximately 337,500 Mcf in 1942, 262,000 Mcf ip. 
1943, and 253,150 Mcf in 1944. 
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[3169] PAUL E. DUFENDACH. 

*»•••»« 

Cross Examination. 

By Mr. Goldberg : 

******* 

[3194] Q. If there are 150 wells involved in your pur¬ 
chase contracts and in the 1944-1945 period you pur¬ 
chased 15,200 Mcf, that gives us an average of a little 
bit over 100 Mcf per well, is that [3195] right? A. Yes, 
that is right. 

Q. So that the average for the producers is better 
than it is for your own wells, is that right. A. That 150 
was a guess on my part. 

Q. I said, assuming it is right. A. Assuming it is 
right, they would have greater deliverability per well 
than we have shown. 

Q. Does that appear logical to you? A. Oh, yes. 

Q. Considering that you are all operating in the 
same territory? A. When you start averaging things, 
one producer drilling one well, with a two-million-cubic- 
feet open flow, he can deliver a million per day. But if 
you drill a hundred, chances are they would approach 
the average we have. 

Q. Considering further that on the whole your 
acreage is probably the cream, while their’s is the 
thinner portion. A. It depends on the locality, just 
what particular area it is in. 

Q. It is all sort of vague, isn’t it? A. It cer¬ 
tainly is. 
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[3225] 


PAUL E. DUFENDACH. 


Cross Examination (Continued) 

By Mr. Goldberg : 

Q. Mr. Dufendach, it is a fact, is it not, that up 
to the present time Kentucky-West Virgina Gas Com¬ 
pany has operated wells of 60 MCF original open flow 
or less? A. They have. 

Q. And such wells presently are being operated by 
the company; is that right? A. To the best of my knowl¬ 
edge, yes. 

Q. And it is a fact also, is it not, that wells of 
[3226] 60 Mcf original open flow or less on the average 
have lower ultimate recovery of gas than wells of higher 
initial open flow? A. Ordinarily that is the case. 

Q. And that means, does it not, that the unit cost 
of gas from the small original open flow wells is greater 
than the unit cost of gas from larger original open flow 
wells? A. That is based on the estimated ultimate re¬ 
covery from the wells. Normally the ultimate recovery 
from a well with a larger open flow in the same sand will 
be greater than a well with a smaller open flow from 
the same sand. That is not always the case, but in gen¬ 
eral your statement is true. 

Q. Yes. And generally the unit cost of gas from 
the smaller original open flow wells is greater than it is 
from the larger original open flow? A. In general, yes. 

Q. Now, if I understand the testimony in this cas0, 
it is that in the future Kentucky-West Virginia Gas Coni- 
pany will not operate wells which are drilled and have 
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original open flows of 60 Mcf or less. Is that right? 
A. That is my understanding. 

Q. Is that your understanding of the policy enun¬ 
ciated by Mr. Beecher? 

Mr. Robinson: Is this not more properly cross of 
Mr. Beecher? 

[3227] Mr. Goldberg: I think Mr. Dufendach has to be 
as well informed of what the policy is as the man who 
sets it? 

Mr. Robinson: I do not know that he is. It seems 
to me a little out of line to cross examine a man on state¬ 
ment of policy stated by the vice-president and general 
manager of the company. 

By Mr. Goldberg: 

Q. Do you know, Mr. Dufendach, whether it is the 
policy of the company in the future not to operate wells 
of 60 Mcf original open flow or less? A. That is the 
policy which has been established. 

Q. And you know that that is the policy which has 
been established by Mr. Beecher? A. That is what he 
has told me. 

Q. If depletion and depreciation rates are fixed to - 
reflect over-all operations, including wells having 60 Mcf 
or less original flow, is it not a fact that such rates are 
too high if applied to operations which exclude wells of 
60 Mcf or less original open flow? [3228] A. Depletion 
and depreciation of a group of wells which include a 
number having 60,000 open flow or less would be greater 
than the depletion or depreciation of the same group of 
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wells if the wells under 60,000, that is wells 60,000 and 
under, were excluded. 


******* 

[3236] Q. In other words, you are going to continue 
to produce those wells as long as you can get any apt 
preciable amount of gas out of them? A. Yes, what we 
consider appreciable. 


Q. Yes, and that is because you have already 
drilled those wells and you have your investment in 
them, anyway, isn’t that so? [3237] A. The wells Eire 
there, and naturally we will produce them. 


Q. The wells are there and the investment has 
been made. That is one of the considerations in con¬ 
tinuing to produce them. Isn’t that so? A. Yes, thaj: 
is right. 





[3487] DALE E. GOUBLEMAN called as a witness, and 
having been first duly sworn, was examined, and 
testified as follows: 

Direct Examination. 

By Mr. Goldberg: 

Q. Will you state your name. A. My name is Dale 
E. Goubleman. 

Q. What is your position at the present time, Mr. 
Goubleman? A. I am an Examiner of Accounts, Divi¬ 
sion of Finance and Statistics, Bureau of Accounts, Fi¬ 
nance and Rates, of the Federal Power Commission. 

Q. Will you state your educational background? 
A. I was graduated from the School of Business Admin - 
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istration. University of Nebraska in June 1932, with a 
degree of Bachelor of Science. 

Q. Will you please state your experience? 
A. From January' 1934 to March 1937, I was employed 
as an Auditor and Cost Accountant with the Corps of 
Engineers, U.S. Army. I assisted in the preparation of 
the annual cost [3488] reports of the Corps of Engineers 
and my duties also included supervision and approval of 
construction plant rental costs charged to the jobs under 
construction. 

The work being done by the Corps of Engineers at 
that time included dredging operations, bridge, dam and 
miscellaneous construction and it was during this period 
that a substantial portion of the construction of the 
Bonneville and Fort Peck Dams was executed. 

From March 1937 to May 1939, I was employed as 
an Examiner of Accounts with the Federal Power Com¬ 
mission, during which time I assisted in the field exam¬ 
inations being undertaken of the Electric Bond & Share 
Company, charges to various licensed projects of the 
Utah Power & Light Company and Idaho Power Com¬ 
pany. 

I also assisted in the examination and verification 
of the original cost of some five licensed projects of the 
Utah Power & Light Company and three licensed proj¬ 
ects of the Idaho Power Company. I assisted in the 
examination and verification of the original cost and 
operating accounts of the Jackson Hole Light & Power 
Company, Jackson, Wyoming. 

From May 1939 to November 1945, I was employed 
as a Special Agent-Accountant with the Federal Bureau 
of Investigation of the U. S. Department of Justice. 
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My duties included the investigation of the numer ¬ 
ous Federal violations over which the Federal Bureau 
of [3489] Investigation has jurisdiction, as well as spe¬ 
cial investigations which that organization was called 
upon to perform from time to time. Insofar as accounts 
ing investigations are concerned, I was in charge of in¬ 
vestigations of violations of the National Bankrupted 
Act, Federal Reserve Act and Reconstruction Finance 
Corporation Act. 


I also examined some ten or twelve claims entered 
by various domestic corporations against the Federal 
Government in the United States Court of Cl aims 
These claims arose out of alleged increased costs of proL 
duction due to the passage of the National Industriajl 
Recovery Act subsequent to the date on which the con¬ 
tracts were entered into with the Federal Governmentj. 


Examination of these claims included a study of the 
pertinent economic conditions obtaining during the lif^ 
of the contracts as well as an examination of the ach 
counting and cost records of the companies concerned. 


I have been admitted as an “Expert Accountant”, 
before the U.S. Court of Claims and have testified before 
that body in connection with two claims entered against 
the United States by the John E. Sjostrom Company, 
Philadelphia, Pennsylvania. 


Since November 1945, as an E xa m i n er of Account^ 
of the Federal Power Commission, I have been engaged 
in the preparation of economic studies and conducting 
research in connection [3490] with the subject of fail- 
return for electric and natural gas utilities. 
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Q. What are your duties with the Federal Power 
Commission? A. My duties with the Federal Commis¬ 
sion include responsibility for making studies and con¬ 
structing research on the subject of fair rate of return 
for public utilities. 

Q. In c onn ection with your work for the Commis¬ 
sion, have you been instructed to prepare and have you 
prepared a rate of return study for use in this proceed¬ 
ing? A. Yes, sir, I have prepared such a study. 

Mr. Goldberg: At this time, Mr. Examiner, may 
we have marked as Exhibit No. 180 for identification, a 
document entitled “Rate of Return Study”? 

Trial Examiner: It will be so marked. 

(The document referred to was marked Exhibit No. 
180 for identification.) 

Mr. Goldberg: May the record show, Mr. Exam¬ 
iner, that copies of this exhibit were mailed to all coun¬ 
sel in advance of the hearing. I think it was about a 
week in advance of the hearing. 

By Mr. Goldberg: 

Q. Mr. Goubleman, I direct your attention to Ex¬ 
hibit 180 for identification, and ask you whether that is 
the exhibit to which you referred in your last answer? 
[3491] A. Yes, it is. 

Q. Does Exhibit 180 correctly show what it pur¬ 
ports to show, to the best of your knowledge? A. Yes, 
I believe that it does. 

Q. Does each chart and table in Exhibit 180 show 
the source from which you obtained the data and infor¬ 
mation contained therein? A. Yes, I think it does. The 
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source of information is shown at the bottom of eachj 
schedule. 

Q. In your judgment, Mr. Goubleman, does Exhibit 
No. 180 give the Commission the statistical data and 
information upon which it can rely in establishing a faiif 
rate of return for the Pittsburgh & West Virginia Gas 
Company and Kentucky West Virginia Gas Company^ 
A. Yes. In my opinion the exhibit furnishes the Comj 
mission with a comprehensive statistical background 
and affords a sound basis for the exercise of judgment 
in the establishment of a fair rate of return for a natural 
gas utility such as the Kentucky West Virginia Gas 
Company and the Pittsburgh and West Virginia Gas 
Company. 

Q. I understand from what you just stated that 
this exhibit was prepared by you for that specific pur¬ 
pose. Is that correct? A. Yes. 

Q. When you compiled and prepared Exhibit No. 
180, [3492] did you have in mind any decision or deci¬ 
sions of the Supreme Court of the United States ^ 
A. Yes, I had in mind the United Railways v. West case 
to the effect that what is a fair rate of return is not 
capable of exact mathematical demonstration. Also, thje 
decision in the Hope Natural Gas Company case which 
states: 

“The rate-making process under the Act, i.e., the 
fixing of ‘just and reasonable’ rates, involves a bal¬ 
ancing of the investor and the consumer interests. 
Thus we stated in the Natural Gas Pipeline Co. case 
that ‘regulation does not insure that the business 
shall produce net revenues.’ 315 U.S. p. 590. Bi}t 
such considerations aside, the investor interest ha!s 



644 


Dale E. Goublemcm — Direct. 


a legitimate concern with the financial integrity of 
the company whose rates are being regulated. From 
the investor or company point of view it is impor¬ 
tant that there be enough revenue not only for oper¬ 
ating expenses but also for the capital costs of the 
business. 

“These include service on the debt and divi¬ 
dends on the stock. Cf. Chicago & Grand Trunk 
Ry. Co. v. Wellman, 143 U.S. 339, 345-346. By that 
s tandar d the return to the equity owner should be 
commensurate with returns on investments in other 
enterprises having corresponding risks. That re¬ 
turn, moreover, should be sufficient to assure con¬ 
fidence in the financial integrity of the [3493] enter¬ 
prise, so as to maintain its credit and to attract 
capital.” 

Q. Have Rate of Return Studies similar to Exhibit 
180 been submitted in other rate cases? A. Yes. Ex¬ 
hibits substantially similar to this have been prepared 
and submitted in the Interstate Natural Gas Company 
case, the El Paso Natural Gas Company case and the 
Cities Service Gas Company case in proceedings before 
the Federal Power Commission by Samuel Joseph, for¬ 
merly of the Federal Power Commission staff, and in the 
Natural Gas Pipeline Company of America case, the 
Chicago District Electric Generating case, the Colorado 
Interstate case and the Hope Natural Gas Company case 
by Charles W. Knapp, Jr., formerly a member of the 
Commission staff. 

Furthermore, the Natural Gas Pipeline Company of 
America case and the Hope Natural Gas Company case 
were reviewed by the Supreme Court. 
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Q. In other words, Exhibit 180 flows from the ex¬ 
hibits introduced in these cases? A. Yes, with the 
qualification that in each proceeding the study was 
brought down to date to reflect the latest available in¬ 
formation. 


Q. Was the exhibit brought down to date for this 
proceeding? A. Yes, insofar as possible the latent 
available [3494] information at the time of its compila¬ 
tion was included in the present rate of return study. 

Q. Generally, of what does this exhibit consist? 
A. This study is comprised of two parts; the first part 
sets forth statistical data of a general nature for the 
electric and gas industries and the second part, com¬ 
mencing with page 54, treats specifically of the natural 
gas industry. 


With a view towards restricting the study to these 
companies which were most comparable to the Kentucky 
West Virginia and Pittsburgh & West Virginia com¬ 
panies, and further to assure that pertinent data woujd 
be readily available, the following test was established 
which resulted in the selection of the 36 companies used 
in this study: “All natural gas companies which re¬ 
ported to the Federal Power Commission, which in 1944 
were engaged in the transmission of natural gas for re¬ 


sale, whose natural gas operating revenues comprised at 
least 75 per cent of the total operating revenues, whose 
total operating revenues were in excess of $2,500,000 
and whose investment in production and transmission 
plant exceeded 50 per cent of the total natural gas fa¬ 
cilities.” 


I would also like to direct attention to page 73 bf 
the study, which sets forth the eamings-price ratios of 
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all those companies of the 36 companies which had com¬ 
mon stocks in the hands of the public in which there 
was trading [3495] and on which quotations were avail¬ 
able in either the Bank and Quotations Record or Stand¬ 
ard & Poor’s Stock Guide. 

There were 12 such companies included in the 36. 
At the bottom of the schedule on page 73, and set apart, 
are the eamings-price ratios since 1937, of four natural 
gas companies—Houston Natural Gas Corporation, Na¬ 
tional Fuel Gas Company, Oklahoma Natural Gas Com¬ 
pany, and Pacific Lighting Corporation—which com¬ 
panies do not report to the Federal Power Commission 
on Form No. 2. 

These four companies were included in prior Federal 
Power Commission Rate of Return Studies, and there¬ 
fore the pertinent prior data concerning them were 
readily available. 

The earning-price ratio information concerning 
these four companies has been included in the schedule 
on page 73, with a view towards supplementing the re¬ 
stricted data available on natural gas companies. The 
eamings-price ratios for these four companies appear 
to substantiate the eamings-price ratios of the 12 com¬ 
panies. 

Q. Would you please state your understanding of 
“return” and “rate of return?” A. The “return” re¬ 
ceived by a public utility consists of the amount of rev¬ 
enue remaining after deduction of necessary and reason¬ 
able operating expenses, rents, taxes, depreciation, and 
amortization accruals, but before provision [3496] for 
interest, dividends or additions to corporate surplus. 
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I 
I 

This “return” is ordinarily conceived of as the prod¬ 
uct of a “rate base” times a given “rate of return.” 

Conversely, the “rate of return” may be defined as 
that percentage rate which, when applied to the rat? 
base, will yield the total overall “return” for the parties 
ular utility. 

I 

» • « * * * * I 


[3497] MASON G. WALTERS called as a witness, an 

having been first duly sworn, was examined, anfi 

testified as follows: 

Direct Examination. 

By Mr. Goldberg: 

Q. Mr. Walters, will you please state your name 
and address. A. Mason G. Walters, Pittsburgh, Penn¬ 
sylvania. 

Q. By whom are you employed? A. Federal Power 
Commission. 

Q. Will you please state your present position oij 
title? A. I am an engineer in the Gas Rate Investiga¬ 
tion section. 

i 

Q. Have you prepared a statement of your qualifi¬ 
cations [3498] and experience? A. I have. 

Q. I show you this memorandum and ask you if 
that is a statement which you have prepared? A. YesJ 

Mr. Goldberg: Mr. Examiner, may we have the 
statement of qualifications entered in the record as 
though the witness had read it? 

Trial Examiner: Any objection? 
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Mr. Robinson: No objection. 

Trial Examiner: The memorandum will be tran¬ 
scribed in the record as though read by the witness. 

The Witness: My name is Mason G. Walters, posi¬ 
tion—Engineer. Education: B.S. in Petroleum Geology, 
University of Pittsburgh. 

Experience: 1944 to date: I entered the employ¬ 
ment of the Federal Power Commission in 1944 as a 
Rate Investigator (Engineer). At first I worked on Cer¬ 
tificate cases in the Washington Office. In August, 1944, 
I prepared Gas Reserve Estimates and Rates of Deple¬ 
tion of the United Carbon Company properties located 
in West Virginia and Kentucky. 

1942-1944: Employed as engineer by the War Pro¬ 
duction Board. I was first assigned to make a deter¬ 
mination of the extent of underground storage of gas in 
the United States and its deliverability. 

[3499] I designed a reporting form and sent it to the 
companies to which it was applicable. I kept a record 
of the data this reported plus information gathered in 
the field. I made graphs, tabulations and estimates of 
the future reserves and deliverabilities. In May, 1943, 
I was made assistant to the area engineer of the Appala¬ 
chian Region. I participated in making a regional sum¬ 
mary of the gas requirements and supply in this area. 
It was my duty to tabulate and report the gas trans¬ 
mitted under various directives. I calculated pipeline 
flows and pressures to determine the feasibility of new 
projects and kept records of curt ailm ent classifications, 
standby and actual curtailments. 
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1940 to 1942: As field superintendent of the Jeffer¬ 
son County Gas Company located at Sigel and Warren, 
Pennsylvania, I had charge of all field operations includ¬ 
ing compressor stations. I located and supervised the 
drilling of gas wells, supervised the operations of a 
Cleaning Out Machine and a Bailing Machine. I tested 
meters and read meter charts. 

1930 to 1940: Employed as geologist and engineer 
by North Penn Gas Company of Port Allegany, Penna. 
made an appraisal of the Shore Gas Company of Buffalo, 
N.Y. and some Erie County, New York properties of the 
Republic Light, Heat and Power Company. 

Worked out anticlines and closures of several Oris- 
kany [3500] Gas Fields in Northern Pennsylvania and 
western New York by strikes and dips, by taking eleva¬ 
tions on key beds, and by measuring sections and corre¬ 
lating them. 

I made an unaccounted for gas survey of an affili¬ 
ated company in Clarion County. I made annual sum¬ 
maries of rock pressure tests and extrapolated decline 
curves for the estimation of gas reserves. At this time 
I made depletion studies which were used as a basis for 
determining the field price of natural gas and the con¬ 
sumer’s rate. I wrote leases and rights of way for the 
Land Department and became head of it in 1939. 

1928 to 1930. Employed by the Sloan and Zook 
Company of Bradford, Penna. as engineer. 

I made appraisals of water flood oil properties in the 
Bradford and Venangs County fields. Future production 
was estimated by curves, reserves were estimated by the 
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analysis of oils and cores, and physical property was in¬ 
ventoried and priced. 

About November, 1929, I equipped and managed a 
laboratory for the analysis of sand cores (porosity and 
saturation). Oil field waters were analyzed for mineral 
content. The spacing and intensity of shots was deter¬ 
mined from the core analyses. 

Prior to 1928: Employed on various engineering 
work between school terms. 

I am a member of the American Association of 
Petroleum [3501] Geologists. 

By Mr. Goldberg: 

Q. Mr. Walters, what was your assignment in con¬ 
nection with this proceeding? A. I was directed to pre¬ 
pare an estimate of the natural gas reserves and rates 
of depletion of the respondents. 

Q. Have you prepared exhibits showing the result 
of your studies with respect to Kentucky West Virginia 
Gas Company? A. I have. 

Mr. Goldberg: At this time, Mr. Examiner, may 
we have marked for identification as Exhibit No. 181, a 
document entitled, “Kentucky West Virginia Gas Com¬ 
pany, Estimate of Natural Gas Reserves”? 

Trial Examiner: The document will be so marked 
for identification. 

(-The document referred to was marked Exhibit No. 
181 for identification). 

By Mr. Goldberg: 

Q. Directing your attention to Exhibit No. 181, 
Mr. Walters, and specifically referring you to page 2 of 
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that Exhibit, is the reserve to be recovered from exist¬ 
ing wells, namely, 169,422,100 Mcf, the same as Ken¬ 
tucky West Virginia Gas Company estimate in this case? 
A. Yes, sir. 

Q. Do I understand that your determination of 
ultimate [3502] recoverable reserves is the same as Ken¬ 
tucky West Virginia Gas Company’s with the exception 
that you have included in that amount the reserve to be 
recovered from proposed deepening of present shallow 
wells? A. That is correct. 

Q. How did you secure the data on the reserves to 
be recovered from the proposed deepening of preserjt 
shallow wells? A. I consulted men in the company who 
had charge of the gas reserve estimates. They carefully 
selected the shallow wells which were most likely to be 
deepened and eliminated the questionable wells as far 
as possible. 

i 

It is my understanding that the 64 wells selected or 
the equivalent of 63 full interest wells which are listdd 
on pages 36, 37 and 38 of this exhibit, may not all 
deepened but some wells not listed may be deepened 
stead, which would give the same result. 

Q. In connection with your determination of de¬ 
pletion rates did you prepare an exhibit? A. I did. 

Mr. Goldberg: May we have marked for identifi¬ 
cation, Mr. Examiner, as Exhibit No. 182, a document 
entitled, “Kentucky West Virginia Gas Company, De¬ 
pletion.”? 

Trial Examiner: It will be so marked. 

(The document referred to was marked Exhibit No. 
182, for identification.) 
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[3503] By Mr. Goldberg: 

Q. Directing your attention to Exhibit 182, Mr. 
Walters, is that the exhibit which you prepared on de¬ 
pletion? A. Yes, sir. 

Q. I notice that there are some blank spaces on 
page 2 of that exhibit. What exhibit is it in reference 
to? A. Exhibit No. 181 should be written in there. 

Mr. Goldberg: Mr. Examiner, may the witness 
have permission to write 181 in the blank spaces on the 
official copy? 

Trial Examiner: He may, yes. 

By Mr. Goldberg: 

Q. Does Exhibit 182, Mr. Walters, contain the re¬ 
serves to be recovered from the proposed deepening of 
present shallow wells? A. It does. 

Q. Why is it included in your determination of 
depletion rates? A. When a shallow well becomes ex¬ 
hausted and is drilled to a deeper formation the shallow 
well hole is worth something. In order to transfer the 
value of the shallow hole to the deepened well the in¬ 
clusion of the deep reserve at the time of the completion 
of the shallow well defers part of the cost of the shallow 
well until the time the deep gas is produced. 

[3504] Q. Does your determination of reserves include 
wells whose initial open flow was 60 Mcf or less? 
A. Yes, sir. 

Q. Have you prepared an exhibit of gas reserves 
and depletion rates for the year 1945? A. I have. 

Mr. Goldberg: May we have marked for identifi¬ 
cation, Mr. Examiner, as Exhibit No. 183, a document 
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entitled, “Estimate of Natural Gas Reserve and Deple¬ 
tion as of December 31, 1945.”? 


Trial Examiner: It may be so marked. 

(The document referred to was marked Exhibit No. 
183, for identification.) 


By Mr. Goldberg: 

Q. Is Exhibit No. 183, Mr. Walters, the Exhibi t 
which reflects your estimate of natural gas reserves and 
depletion rates as of December 31, 1945? A. Yes, sir. 

[3505] Q. Were the same methods followed in connecf 
tion with the preparation of Exhibit 183 as were used 
in connection with the preparation of E xhibits Numbers 
181 and 182? A. The same methods were used. 

Q. Referring to Exhibit Number 183, Page 1, I 
note again that there are blank spaces on that. What 
Exhibit numbers should be inserted at that pointy 
A. Number 181 should be inserted before the words, 
“Estimate of Natural Gas Reserves,” and Number 182 
should be inserted before the word “depletion.” 


Mr. Goldberg: May the witness or the reporter^ 
Mr. Examiner, make those insertions on the official 
copy? 


Trial Examiner: Yes, the witness will please make 
the insertion. 


(Witness complies.) 
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[3506] CARL E. LUTTRING called as a witness and 

upon being sworn testified as follows: 

Direct Examination. 

By Mr. Goldberg: 

Q. Will you please state your full name for the 
record? A. Carl E. Luttring. 

[3507] Q. By whom are you employed, Mr. Luttring? 
A. I am employed by the Federal Power Commission as 
Chief Examiner of Accounts. 

Q. Will you please state your qualifications and 
experience for the record? A. I attended the School of 
Commerce of Northwestern University from 1919 to 
1921, specializing in accounting courses. 

I was employed by Messrs. Haskins and Sells, Certi¬ 
fied Public Accountants, Chicago from December 1,1921 
to December 1, 1927 and during that period my experi¬ 
ence consisted of auditing, preparation of income tax 
returns and devising systems. The two latter years in 
this position I spent as a Senior Accountant in charge of 
field work on examination and preparation of financial 
and operating reports for public utility holding and oper¬ 
ating companies. 

I was employed as Treasurer from December 1,1927 
to August 15,1935 by Central States Edison Company, a 
utility holding company, operating twelve utility com¬ 
panies rendering electric, gas and water services. As 
Chief Accounting Officer the preparation of all financial 
and operating statements and the maintenance of all 
corporate records were under my direct supervision. My 
duties also included preparation of Federal and State 
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income tax returns and responsibility for fiscal and other 
general corporate matters. 

[3508] I was employed by Arthur Anderson and Com¬ 
pany, Certified Public Accountants, Chicago from {No¬ 
vember 15, 1935 to May 1, 1939 as a Senior Accountant 
in charge of field work on examination and preparation 
of financial and operating reports on public utility hold¬ 
ing and operating companies and other industrial knd 
commercial enterprises. My experience also included 
preparation of income tax returns. 

Since May 1,1939 I have been employed by Federal 
Power Commission as an accounting examiner in Con¬ 
nection with investigations of natural gas companies. 
From May 1939 to April 1941, except for a period of 
three months, I was engaged on the investigation of 
Canadian River Gas Company. 

In that investigation I was engaged in the deter¬ 
mination of original cost of gas plant and accrued depre¬ 
ciation and depletion. In the rate proceedings uiider 
Docket G-124, Canadian River Gas Company I testified 
with respect to the gas plant and annual and accnied 
depletion. 

From May 1941 to February 1943 I was engage^ in 
the investigation of Cities Service Gas Company under 
Docket G-141 and in immediate supervision of the ac¬ 
counting field work in connection with that investigation. 

In the rate proceeding under Docket G-141, Cities 
Service Gas Company I testified with respect to financial 
history, cost of gas plant and annual and accrued depre¬ 
ciation and depletion. 
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[3509] From March 1943 to April 1945 I was engaged 
in the investigation of United Fuel Gas Company, et al., 
under Docket G-440 and in imm ediate supervision of the 
accounting field work in connection with that investi¬ 
gation. 

From May 1945 to March 1946 I have been engaged 
in the investigation of Kentucky-West Virginia Gas 
Company under Docket G-635 in immediate supervision 
of the accounting field work. 

Q. What is your position in connection with this 
rate case, Mr. Luttring? A. In connection with this 
rate case I have been in charge of the supervision of the 
accounting work in the field. That work consisted of 
preparing reports on the corporate and financial history 
of the Kentucky-West Virginia Gas Company, gas plant 
accounts, annual and accrued depreciation, income ac¬ 
counts, balance sheet, and earnings in excess of a fair 
return. 

Q. When did you start the field work at Ashland, 
Kentucky with respect to Kentucky-West Virginia Gas 
Company and when was it completed? A. Work was 
started on May 1, 1945 and completed March 15, 1946. 
There were five members engaged on the work during 
most of this period. 

Q. Were all of the records which were examined 
located at Ashland? [3510 ] A. All of the records were 
located at Ashland except those of several affili ated 
predecessors which were located in the office of Louis¬ 
ville Gas and Electric Company at Louisville, Kentucky. 

[3511] Q. Will you explain briefly the scope of the ex¬ 
amination made at Ashland? A. Plant accounts of Ken- 
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tucky-West Virginia Gas Company and predecessors 
were examined to ascertain the original cost of gas plant. 
Reserves for depreciation and depletion were analyzed 
and reserve requirements applicable to gas plants were 
computed. 

Income accounts were analyzed for the year 1944, 
and examined into for the years 1943 and 1942 to de¬ 
termine revenues and expenses applicable to natural gas 
operations. 

Q. Did you prepare reports on the various phases 
of work which you investigated? A. Yes. 

Q. All right. A. I think previously I enumerated 
those reports. 

Q. I see. And I think you enumerated as one of 
the reports a report on the corporate and financial his¬ 
tory of the Kentucky-West Virginia Gas Company. Is 
that right? A. Yes, I did. 

Mr. Goldberg: May we have marked for identifi¬ 
cation at this time, Mr. Examiner, a report entitled, 
“Kentucky-West Virgina Gas Company, Corporate and 
Financial History,” as Exhibit Number 184? 

Trial Examiner: That may be so marked. 

(The above mentioned document was then marked 
Exhibit [3512] Number 184 for identification.) 

Mr. Goldberg: May the record show, Mr. Exam¬ 
iner, that copies of Exhibit Number 184 were transmit¬ 
ted to counsel for all parties before the sessions of this 
hearing, I think at least two weeks ago. 

Mr. Wasson: I would like a copy of each one of 
Mr. Luttring’s exhibit. 
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Mr. Goldberg: We will supply it. I am sorry I do 
not have it right now. 

By Mr. Goldberg : 

Q. Directing your attention, Mr. Luttring, to Ex¬ 
hibit 184, is that the report that you prepared with re¬ 
spect to the corporate and financial history of Kentucky- 
West Virginia Gas Company? A. Yes, it is. 

Q. And do you adopt the explanatory text which 
appears in Exhibit Number 184 as your testimony in 
this case? A. Yes, I do. 

Q. Exhibit Number 184 indicates that its contents 
are divided into two sections. Will you please describe 
what each section covers. A. Section 1 of Exhibit 184 
describes the organization and development of Ken¬ 
tucky-West Virginia Gas Company. Information very 
similar was introduced by respondent in pages 1458 to 
1468 of the transcript. 

[3513] Section 2 covers the financial history of Ken¬ 
tucky-West Virginia Gas Company from inception of 
its operations on December 1,1927 to December 31,1944. 

Q. In Exhibit Number 184 under the caption of 
Utility Plant you show the total cost of Gas Plant at 
December 31, 1944. Will you please state what that 
amount is? A. Yes. 

Q. I think that appears at Page 5 of the Exhibit. 
A. Cost of gas plant at December 31, 1944 as shown on 
Page 5 is $21,534,212.14. 

Q. Is that figure in agreement with the amount 
shown by respondent, Kentucky-West Virginia Gas Com¬ 
pany, in Exhibit 72-A as tojtal account 100 gas plant? 
A. Yes, it is. 
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Q. Do the financial schedules shown in Section 2 
of Exhibit Number 184 include a summary of earned 
surplus account? A. Yes. Schedule 3 classifies earned 
surplus according to net income. Direct surplus credits 
or charges and dividends paid on common and preferred 
stock. 

Q. What is the total amount of cash dividends pa id 
on common and preferred stocks as shown on schedule 
3? That is on Page 19 of the Exhibit? A. The amount 
of cash dividends paid on common stock during the 
period 1931 through 1944 amounts to $3,675,000. Divi¬ 
dends paid on preferred stock during the period 1927 
[3514] through 1944 amounts to $10,523,020.83. 

Trial Examiner: Cash dividends in? 

The Witness : Yes. 

By Mr. Goldberg : 

Q. In schedule 6 of Exhibit number 184, more par¬ 
ticularly column “C” thereof, you headed that column 
“Items restated.” I note that the column reflects in¬ 
creases and decreases in various years to the net income 
per books. 

Will you please explain the purpose of that column? 
A. The amounts shown in column “C” on Schedule 6 are 
reclassifications or restatements of certain amounts 6f 
column “B”. Items restated represent delayed revenues 
and expenses which are reclassified to the proper ac¬ 
counting period. 

No actual adjustments of net income are involved. 
The items restated are principally Federal Income Taxes. 

Q. Will you please tell us what the purpose of 
schedule 7 is? A. Schedule 7 was compiled to show the 
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ratio of net income to net worth for each year from 
1928 to 1944 inclusive. 

Q. Under the net worth section of Schedule 7, 
which is column “E”—withdraw that. 

Under the net worth section there is a column 
headed, “Writeups.” Is that treated as a deduction in 
determining net worth? A. Yes. This is related to the 
affiliated company [3515] profits which the respondent 
has removed to account 107 in its revised original cost 
study filed with the Commisison. The composition of 
the amount is shown on page 14 of the text. 

Q. Col umn “B” of Schedule 7 is headed, “Capital 
Stock.” Is the amount reflected in that column the 
amount appearing in the books of the company without 
any adjustment whatever? A. Yes, the classes of stock 
and changes during the period 1926 to 1944 are shown in 
Schedule 2 of this exhibit. 

Q. Will you please state the nature of the re¬ 
statements shown in column “C” entitled, “Earned Sur¬ 
plus Restated.” on schedule 7? A. The restatements of 
earned surplus are shown in column “F” on Schedule 6 
which represents the accumulation of the items restated 
in column “C” on Schedule Number 6. 

Q. In your last answer should not that be Sched¬ 
ule 7? A. No. If you refer to schedule Number 6, 
Column “F” you will note that column “F” is an accu¬ 
mulation of the figures in column “C”. 

Q. Yes, I see that. Column “C” of Schedule 6, yes. 
A. That is right. 

Q. Will you please tell us what col umn “F” of 
Schedule 7 represents? A. Column “F” of Schedule 7 
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represents the percentages [3516] or rate of earnings 
on the capital stock and surplus as restated after elim¬ 
ination of write-up. 

Q. What were the ratios for the years 1938 to 
1944? A. The ratios of net income restated to net worih 
restated for the year 1938, 7.27 per cent, for 1939 it is 
8.73 per cent, for 1940 it is 9.78 per cent, 1941 it is 8.J 7 
per cent, 1942 it is 9.82 per cent, 1943 it is 15.92 per cei|t, 
1944 it is 14.41 per cent. 


[3523] CARL E. LUTTRING resinned the stand, and 
having been previously duly sworn, was examined 
and further testified as follows: 

Direct Examination (continued). 

By Mr. Goldberg: 

******* 

[3530] Q. Were any adjustments made by you, Mr. 
Luttring, in connection with your analysis of the in¬ 
come accounts of the company for 1945? A. With one 
exception the adjustments made in the year 1945 were 
identical with the adjustments made in Exhibit Number 
189. The exception in Exhibit 190 is entry Number 401, 
which covers regulatory and commission expenses. Such 
expenses first occurred in the year 1945 and in lieu pf 
the actual expenses incurred in that year entry Number 
401 removes the amount of actual expenses in excels 
of the amorti- [3531] zation of the estimated regulatory 
commission expenses being allowed in the year 1945. 

Q. I take it that the adjustments which have been 
made to the income accounts for 1945 are reflected in 
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those adjustment entries on Exhibit 190. Is that cor¬ 
rect? A. That is correct. 

Trial Examiner: Who made this estimate of 
$60,000? 

The Witness : The company gave me that estimate. 
It is so stated in entry number 401. 

Trial Examiner: Your purpose is to spread the en¬ 
tire amount over the five-year period? 

The Witness : That is correct, instead of allowing 
the actual amounts to be incurred we are amortizing it 
on a proposed period of five years. 

By Mr. Goldberg: 

Q. That constitutes your recommendation to the 
Commission with respect to regulatory expenses in this 
case. Is that right? A. Yes. 

Q. Have you prepared an exhibit, Mr. Luttring, 
which relates to annual and accrued depreciation and 
depletion, Kentucky-West Virginia Gas Company? 
A. Yes, I have. 

Mr. Goldberg: Mr. Examiner, may we have marked 
for [3532] identification as Exhibit Number 191 a docu¬ 
ment entitled, “Kentucky-West Virginia Gas Company 
annual and Accrued Depreciation and Depletion 1922- 
1944.” 

Trial Examiner: It will be so marked. 

(The above mentioned document was then marked 
Exhibit Number 191 for identification.) 
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Mr. Goldberg: 

Q. Exhibit 191, like some of your other exhibit^, 
Mr. Luttring, contains a textual statement. Is that 
right? A. That is right. 

Q. Do you adopt that textual statement as your 
testimony in this case? A. I do. 4 

Q. Does the text disclose the principles whfch were 
applied in determining annual and accrued depreciation 
and depletion? A. Yes, it does. 


[3533] Q. In your opinion does Exhibit 191 correctly 
set forth the proper annual depreciation expense on a 
straight line basis and depletion expense on the unit Of 
production basis as well as the accrued depreciation and 
depletion on such bases as are related to actual legiti¬ 
mate cost of gas plant of Kentucky-West Virginia Gas 
Company? A. In my opinion it does. 


May I point out that this exhibit excludes the 
annual and accrued depreciation and depletion ap¬ 
plicable to plant located in West Virginia which was 
disposed of prior to or on July 1, 1943. 


Q. In your opinion are the results reflected by 
Exhibit 191 appropriate for the Commission to adopt 
in this proceeding? A. The amounts as shown in this 
exhibit for annual depreciation and depletion expense 
are, in my opinion, reasonable and accurate for use in 
determining the rates of Kentucky-West Virginia Gas 
Company. 


Such annual allowances will reimburse the company 
for the cost of consumed and expired plant service life 
and retirement expenses and will result in restoring the 
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company’s investment at least once at the end of the 
economic life. 

Q. Is it your opinion, Mr. Luttring, that the ac¬ 
crued depreciation and depletion shown in Exhibit 191 
is the [3534] maximum amount which should be de¬ 
ducted by the Commission in arriving at rate base? 
A. No. In my opinion the accrued depreciation and de¬ 
pletion shown in the Exhibit is the minimum amount. 
The Commission may want to consider the fact that re¬ 
spondent has accrued, and recovered from past revenues 
and earnings, book depreciation and depletion reserves 
in excess of the reserve requirements computed in this 
exhibit. 

******* 

[3539] Q. Now, Mr. Luttring, have you prepared a 
similar exhibit which covers the year 1945, as well as 
the years covered in Exhibit 191? [3540] A. Yes, I 
have. 

Mr. Goldberg : Mr. Examiner, may we have marked 
for identification as Exhibit 192, a document entitled, 
“Annual and Accrued Depreciation and Depletion, 1922- 
1945, for Kentucky West Virginia Gas Company”? 

Trial Examiner: It will be so marked. 

(The document referred to was marked Exhibit No. 
192 for identification.) 

By Mr. Goldberg: 

Q. I take it that the purpose of Exhibit 192 is the 
same as 191 with the additional purpose of reflecting in 
Exhibit 192, the facts with respect to annual and ac¬ 
crued depreciation and depletion for 1945. Is that cor¬ 
rect? A. That is correct. 

******* 
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[3542] Q. Does Exhibit 192 reflect the annual deple¬ 
tion for the year 1945 applicable to Gas Plant in Service? 

[3543] The Witness: Read the question, please. 

(Question read.) 

The Witness: Yes, it does. 

I 

By Mr. Goldberg: 

Q. Tell us where that appears. A. Schedule No. 

6, on page 6 of Exhibit 192, will be found annual ac¬ 
crual for the year 1945 in the amount of $77,001.82 
which is related to production natural gas lands and 
land rights, comparable to the amount of $86,708.54 
shown in Schedule 8 of Exhibit 191. 

Q. Does Exhibit 192 also reflect annual amortiza¬ 
tion for the year 1945 applicable to Gas Plant Held for 
Future Use? A. Yes. 

In entry No. 260, page 24 of Exhibit 192, will be 
found the tabulation which shows the basis for the de¬ 
termination of the amortization applicable to Account 
100.4, Gas Plant Held for Future Use. 

The annual amortization for the year 1945 is 
$21,198.13, which is the same amount as was shown for 
the year 1944. 

Q. We have now covered all of the 1945 figures 
comparable to those 1944 figures under Exhibit 191. Is 
that correct? A. That is correct. 

Q. Have you prepared an exhibit on Working 
Capital [3544] Requirements of Kentucky West Virginia 
Gas Company, for the year 1944? A. Yes, I have. 

Mr. Goldberg: May we have marked for identifica¬ 
tion, Mr. Examiner, as Exhibit No. 193, a document en- 
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titled “Kentucky West Virginia Gas Company, Working 
Capital Requirement, 1944? 

Trial Examiner : It will be so marked. 

(The document referred to was marked Exhibit No. 
193, for identification.) 

By Mr. Goldberg : 

Q. I direct your attention to Exhibit 193, and ask 
you if that is the study to which you have just re¬ 
ferred? A. Yes, it is. 

Q, Was the data obtained for Exhibit 193 as¬ 
sembled during your examination of the books and 
records of Kentucky West Virginia Gas Company while 
you were in Ashland, Kentucky? A. Yes. 

Q. Do you adopt the explanatory text of Exhibit 
193 as your testimony in this case? A. Yes, I do. 

Q. Will you please state what elements should be 
included in Working Capital Requirements and where 
that appears in your Exhibit? A. Elements included 
in Working Capital in this [3545] Exhibit are: 1, cost 
of material and supplies reasonably necessary for 
efficient operation of the utility property. 

2, Cash to pay operating expenses during the period 
of lag between rendition of service and the collection of 
the related revenues. 

3, Pre-payments of operating expenses usual for 
delay rental, gas well royalties, and certain kinds of 
taxes. 

Q. That outline appears on page 2 of your Exhibit, 
does it not? A. Yes. 
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Q. Will you please turn to Schedule 1 of Exhibit 
193 and state the amount which you have determined 
as the Working Capital Requirement for the year 1944 
for each of the elements just outlined by you? A. Tile 
first element of materials and supplies shown as Item 4, 
I have made an allowance of $329,967. 

' 

The second element of Cash to pay operating ex¬ 
penses during the period of lag between rendition of 
service and collection of the related revenues shown as 
Item 8, I have allowed $103,748. 

The third element of pre-payments shown as items 
9,10 and 11,1 have allowed $25,310, $14,425, and $7,365, 
respectively. 

The total of all these items amounts to $480,81!}, 
which [3546] is the amount of Working Capital that is 
recommended in this case based on 1944 operation. 

Q. Now, in determining Item 8 of Schedule 1, you 
used Ys of Item 7 in determining the allowance for cash 
working capital. Will you please explain that? A. Sched¬ 
ule 3 shows the weighted lag in days in collection of ga|S 
service revenues during 1944. It should be noted that 
a revenue is received from Louisville Gas and Electric 
Company and Pittsburgh and West Virginia Gas Com¬ 
pany that approximates 97 per cent. The weighted 
averages lag in collections for the year 1944 is 
as 34.753 days, or approximately 1/10 of a year. 

In my allowance I used 45 days or the equivalent 
of Vs of the year which is more liberal by $20,851. 

Q. Will the Kentucky West Virginia Gas Company 
have funds available for cash working capital from 
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other sources? A. Yes, it will have funds available 
from accrued taxes as shown in Schedule 4. 

Q. For the year 1944, how much did this amount 
to on the average? A. For the year 1944 on the average 
the accrued taxes amounts to $419,773.28. 

Q. How much of that represents accruals to 
Federal income taxes? A. The sum of $315,156.38 
represents the average [3547] accrual for Federal in¬ 
come taxes during the year 1944. 

Q. What is the amount of funds available from 
accruals from all other taxes on the average? A. From 
all other taxes, the average accrual for the year 1944 
amounted to $104,616.90. 

Trial Examiner: How did you arrive at those 
averages? 

The Witness: Just totaled the 12 months and di¬ 
vided by 12. 

By Mr. Goldberg: Q. Am I correct in saying that 
schedule 2 of Exhibit 193 segregates and allocates the 
working capital requirement between production and 
transmission functions as classified by the company? 

The Witness : Please read the question. 

(Question read.) 

By Mr. Goldberg: 

Q. In other words, the Schedule shows the Work¬ 
ing Capital Requirement between production and trans¬ 
mission functions? A. That is correct. 

Q. Have you prepared—withdraw that. 
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Referring again to Exhibit 193, how was the segre¬ 
gation of material between functions ascertained? 
A. Material and supplies related to compressor station, 
repair parts were determined from inventories with the 
assistance of the company auditor. All other was classi¬ 
fied as production materials and supplies. 

[3548] Q. Was cash working capital allocated on the 
basis of direct operating labor charges, which appeals 
to be the case from the note on the schedule? A. Yep, 

it was. 

■ 

Q. And the pre-payment of taxes as shown in notie 
“B” was allocated on the basis of plant investment, is 
that right? A. That is right. 

Q. Incidentally, my last two questions referred to 
Schedule 2. A. Yes. 

Q. Have you prepared a similar study for the year 
1945? A. Yes, I have. 

Mr. Goldberg: May we have marked for identifica¬ 
tion, as Exhibit No. 194, a study entitled, “Kentucky 
West Virginia Gas Company, Working Capital Require¬ 
ment, 1945”? 

Trial Examiner: It will be so marked. 

(The document referred to was marked Exhibit No. 
194, for identification.) 

By Mr. Goldberg: 

Q. Is Exhibit 194 the study to which you just re¬ 
ferred? A. Yes. 

I 

i 

Q. In discussing Exhibit 193 you discussed cer¬ 
tain [3549] elements that should be included in your 
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opinion in a determination of Working Capital Require¬ 
ment. 

Were those same elements followed in making of 
the determination reflected in Exhibit 194? A. Yes, 
they were followed exactly. 

Q. In discussing Exhibit 193, you have referred to 
Schedule 1, and you have given the amounts for the 
various elements as determined by you and recom¬ 
mended by you. Does a similar schedule appear in Ex¬ 
hibit 194? A. It does. Schedule No. 1. 

Q. Will you state the components similar to those 
you discussed when you were setting forth the amounts 
determined by you in Schedule 1 of Exhibit 193? 
A. The first element in determining Working Capital 
Requirement is that of materials and supplies shown as 
item 1 on Schedule 1, in the amount of $364,972. 

The second element of cash to pay operating ex¬ 
penses during the period of lag between rendition of 
service and collection of the related revenues, shown as 
Item 8, I have allowed $108,588. 

The third element of pre-payments shown as Items 
9,10 and 11,1 have allowed $24,910, $14,487, and $3,892, 
respectively. 

Q. What is the total? A. The total of all these 
items amounts to $516,849. 

[3550] Q. Am I right in saying that as in the case of 
Exhibit 193, where you used 45 days’ lag, you applied 
the same lag in making your determination in Exhi bit 
194? A. That is correct. 

[3551] Q. And the same explanation you gave with 
respect to Exhibit 193, your use of one-eighth, or 45 
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days’ lag, applies here. Is that correct? A. That is 
correct. Of course, the one-eighth is shown under item 
number 8 Schedule 1. 

Q. Is it also a fact that as you testified with re¬ 
spect to Exhibit 193 the company will have funds avail¬ 
able from accrued taxes as shown in Schedule 3 of your 
determination for the year 1945? A. Yes. 


Q. And your explanations with respect to Sched¬ 
ule 4 of Exhibit 193 applies as well, do they not, to 
Schedule 3 of Exhibit 194? A. Is that Schedule 2 in 
this case? 


Q. I was talking about taxes. In other words, with 
respect to your determination shown in Exhibit 193 you 
pointed out that the company will have funds available 
from accrued taxes? A. That is right. 


Q. That is equally true in your determination for 
1945. Right? A. That is correct. That is Schedule 
Number 3 in 1945 on Exhibit 194 shows the same in¬ 
formation as Schedule 4 in Exhibit 193. 

Q. And does the explanation you made with re¬ 
spect to [3552] Schedule 2 of Exhibit 193 apply to 
Schedule 2 of Exhibit 194? A. Yes, it does. 


Q. Was cash working capital allocated on the basis 
of direct operating charges, labor charges, in Schedule 
2? A. Yes, it was. 

Q. And pre-payment of taxes was allocated on tlie 
basis of plant investment. Is that right? A. That is 
right. 
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[3656] MASON G. WALTERS resumed the stand, and 
having been previously duly sworn, was examined 
and testified further as follows: 

Cross Examination. 

By Mr. Robinson: 

[3657] Q. I direct your attention to page 3502 of your 
testimony, Mr. Walters. A. Yes. 

Mr. Robinson: For clarification of the question 
which will be asked, I will state I am directing my in¬ 
quiries to the subject matter of the reserves to be re¬ 
covered from the proposed deepening of present shallow 
wells. 

Trial Examiner: Concerning Exhibit 181? 

Mr. Robinson: Exhibit 181, I think, the last three 
pages of that exhibit, where the data appears in detail. 

By Mr. Robinson: 

Q. I refer you to the following questions and an¬ 
swers on page 3502: 

“How did you secure the data on the reserves 
to be recovered from the proposed deepening of 
present shallow wells?” 

“A. I consulted men in the company who had 
charge of the gas reserve estimates. They care¬ 
fully selected the shallow wells which were most 
likely to be deepened and eliminated the question¬ 
able wells as far as possible. It is my understand¬ 
ing that the 64 wells selected or the equivalent of 
63 full interest wells which are listed on pages 36, 
37, and 38 of this exhibit 181, may not all be 
deepened, but some wells not listed may be deepened 
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instead, which would give the same result.” 

First, I direct your attention to your statement, “I 

[3658] consulted men in the company who had 

charge of the gas reserve estimates”. 

Will you state to whom you referred, and also, if 
you can, when you obtained that information? A. I wals 
referring to Mr. Dufendach and his assistants. As to the 
date— 

Q. Who was the assistant you referred to? 
A. The assistant was Mr. Oscar Cornett. He did the 
detail work and Mr. Dufendach looked it over and ap¬ 
proved it. As to the date when this was done, it was 
in August or September of 1945—I couldn’t say exactly. 
It might have been October. 

Q. Those other two persons were present at these 
interviews, that is Mr. Dufendach and his assistant? 
A. Here’s the way it was done, Mr. Robinson: I asked 
Mr. Dufendach to give me a list of the wells that they 
intended, the shallow wells, that they intended to 
deepen. So he was busy at the time and it required 
quite a bit of detailed work, at least they went through 
it very carefully, I would say, and examined each well 
individually. Mr. Cornett did the work with me in pick¬ 
ing out which ones would be deepened and which ones 
would not, and then after the list was complete we gave 
it to Mr. Dufendach, and he thought that was probably 
as good a list as could be made. 

Q. Mr. Cornett, did you say? [3659] A. Mr. 
Cornett. 


Q. And Mr. Dufendach specifically identified 64 
wells and said in their opinion they would be deepened? 
A. They said that those 64 wells, or the equivalent of 
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63 full-interest wells, would be the wells which would 
be most likely to be deepened. 

Q. In other words, they did not say they would be 
deepened. They said if the wells were deepened they 
would be likely to be, but they did not say 64 wells would 
be deepened, did they? A. They did not say 64 wells 
would be deepened. Of 159 wells to be deepened about 
that number would be deepened. 

v * ***** » 

[3672] Q. On another phase of this question as to the 
wells to be deepened, was anything said as to the period 
of time [3673] within which these wells would be 
deepened? A. I do not recall offhand whether anything 
was said or not, but it was my understanding that they 
would be deepened some time in the future but no par¬ 
ticular year was specified. 

Q. Well, is it not a fact that the deepening of that 
many wells would necessarily have to extend over a 
considerable number of years? A. That is true. 

Q. Is it not also a fact that nobody could now fore¬ 
cast how many wells would be deepened over a number 
of years in the future? 

Mr. Goldberg: May I have the question please? 

(Question read.) 

Mr. Goldberg: I object, Mr. Examiner. The witness 
is not called upon to speculate as to what anybody else 
would do. He is testifying as to what Mr. Dufendach 
did. 


Trial Examiner: Objection sustained 
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By Mr. Robinson : 

Q. How many years would you, yourself, think 
would be involved in the carrying on of a program to 
deepen 64 wells? A. I believe seven wells were deepened 
in the year 1945. It might take ten years to deepen the 
64, or it might take longer. 

******* 

[3674] Q. Is it not a fact, Mr. Walters, that the drill¬ 
ing of other wells in the same area during this ten- 
year [3675] period to the deeper sand, I guess you call 
it the Davonian sand, would make it unnecessary to 
deepen this particular well if that new well was in the 
same area? A. The reason I tried to say that these 64j 
particular wells might not be the ones which would be 
abandoned and others which are listed to be abandoned 
—withdraw that 

The reason I tried to state that some of the wells 
listed to be deepened might not be deepened, and other 
wells listed to be abandoned would be deepened instead, 
was because of the possibility of some future operations 
which might change the picture from what it was at 
the time these wells were selected. 

Q. Is it not also a fact, Mr. Walters, that the future 
policies of the company with respect to the drilling of 
the deeper wells would not only modify the particular 
wells that you considered but would also affect the num¬ 
ber of the wells that would be deepened, in other words, 
they would not be 64? A. I would not know just what 
policy you refer to there. 

I 

Q. I refer to the normal policies of the company 
carrying on its operations and drilling wells to deeper 
sands. In other words, if they drilled a well which 
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drained the same area it would not drill deeper the 
existing well, would it? '[3676] A. If the company 
changed its policy so that it deepened no wells in the 
future that would change it. 

Q. It is a fact also, is it not, that a number of these 
shallow wells have been in operation for a number of 
years? A. Yes. 

Q. And are likely to continue in operation for a 
number of years? A. Yes. 

Q. At what point in the life of the shallow well 
would you consider the question of drilling to a deeper 
depth? A. The time that that would be definitely de¬ 
cided would be at the time that the shallow well was 
exhausted. 

Q. In other words, the question of when you drill 
is itself dependent upon a fact which no one at the 
present time can precisely forecast? A. That is cor¬ 
rect. 

[3677] Q. And you would not attempt to go down to 
the lower depth if it had the effect of making it im¬ 
possible to get any substantial amount of gas out of 
the upper level, would you? A. What is that? 

Q. In other words, if it destroyed the well you 
were getting from the upper level you would not go 
down until you had reached the point at which the upper 
level ceases to be an economic operation? A. Let me 
have that again, please. 

(Question read.) 

The Witness: I think that is correct, the wells are 
not deepened until the shallow sand is exhausted or it 
is uneconomic to operate it shallow. 
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Q. In other words, if the production from the 
shallow well still justified the continuation of that 
shallow well, and if it appeared that it would continue 
to operate for some time, you would naturally drill a 
new well to the deeper sand so that you could get gas 
from both sands, wouldn’t you? A. Now, you have a 
shallow well that is producing. 

Q. A shallow well that is a good producer. 
A. Rather than deepen that well you would drill a new 
well alongside of it? 

Q. You would drill a new well in reasonable 
proximity to it if you wanted to go to the Devonian 
Shale. [3678] A. I don’t know if that is done or notj. 

Q. I am not asking if it is always done but in that 
particular case, generally speaking? A. Generali^ 
speaking I would say you would drill another well. 

Q. And under those circumstances, then, the 
deepening of the shallow well that you have referred to 
would in fact never take place, would it? A. That is 
right. The reason that a lot of wells were marked to 
be abandoned was for a reason similar to that. That 
was taken into consideration in preparing this list. 

Q. In other words, then, any conclusion which 
might be reached either by the company or by you at 
this time might be subject to change in decision for the 
reason I have indicated? A. Well, of course, when thip 
list was made up that was taken into consideration 
Another thing was that the rock pressure— 

Q. Just a minute. 

Mr. Goldberg : Let the witness finish. 
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Mr. Robinson: Go ahead. 

Trial Examiner: Finish your answer. 

The Witness: The rock pressure in the shale in cer¬ 
tain areas which perhaps would be drained by the other 
wells by the time the shallow wells would be exhausted. 
Therefore, it appeared that well would not be deepened. 
[3679] For that reason it was not included in the list. 

By Mr. Robinson: 

Q. You said those matters were taken into con¬ 
sideration. By whom were they taken into considera¬ 
tion? A. By the men from the company. 

Q. And by the men from the company you mean 
the two persons you mentioned? A. Mr. Dufendach and 
Mr. Cornett. 

Q. Did they tell you they did that? A. Yes, I 
think they told me that. 

Q. Or did you infer that? A. No, Mr. Cornett 
told me that. When we looked on the map for a certain 
well he would say, “I think we will abandon that well 
because that is a pretty good shallow well now, and 
by the time the shallow gas is exhausted the rock pres¬ 
sure will be depleted in the shale. So we will not deepen 
that well. We will put that on our list.” 

Q. He told you that with regard to the questions 
of abandonment. Did he tell you the same things with 
regard to the question of deepening? A. In the next 
well he would say, “Well, here is a well that is pretty 
well depleted in the shallow sand and we have good rock 
pressure here. We will probably deepen that well.” 

Trial Examiner: He went through the whole list 
in that way? 


Mason G. Walters — Cross. 


679 


[3680] The Witness: We went through the whole list 
that way. 

* * * * * * • 

[3686] Q. Yes, but I am not now dealing with that 
angle of it. I am dealing with the question of how you 
treat the matter if on one side of the equation you de¬ 
termine the percentage and include the results of a 
drilling program, but on the other side you do not in¬ 
clude the cost of it. 


******* 

[3687] The Witness: I would think that is an appro¬ 
priate way of handling it. 

By Mr. Robinson: 

Q. Even though the reserves were not recoverable 
reserves or developed reserves in the ordinary sense, 
nor was the cost of getting those reserves now included 
in the costs to be allowed to be depleted? A. That is 
correct. 

Q. Of course you realize that in doing that you are 
distinctly changing the ingredients of the formula by 
which you derive the answer in that you are inflating 
the denominator [3688] of that formula by the incorpo¬ 
ration of the prospective reserves instead of 12,600,000 
Mcf. A. I realize that the denominator of that fraction 
is increased to that extent, but what that does is to 
defer depleting the entire cost of the shallow well when 
there is a value left there. 

The shallow hole is worth something. Otherwise 
the company would abandon the shallow well and move 
10 feet and drill a deep well beside it. Since the shallow 
well is worth something they do deepen the well and 
use that shallow hole. 
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Q. Is it not also a further fact, Mr. Walter, that 
the effect of that method would be to throw into the 
later years of the operation very high depletion rates 
because you will then have the cost of the deepening 
and the remaining reserves which you have estimated 
against which you will have to make your recovery. 
A. I do not believe it will make the depletion rates 
higher. 

Q. Don’t you think it would tend to badly distort 
any approach to a reasonable determination of deple¬ 
tion rates to adopt that approach? A. No. 

Q. You don’t? A. No. 

Q. Have you given any consideration whatever to 
the [3689] depletion rates of the future beyond the year 
1945? A. No, sir, I have not. 

******* 


[3694] CARL E. LUTTRING resumed the stand, and 
having been previously duly sworn, was examined 
and testified further as follows: 

Direct Examination (Continued). 

By Mr. Goldberg: 

Q. Mr. Luttring, in connection with your work in 
this case have you prepared an exhibit which sets forth 
the investment rate base and cost of service for the 
year 1944? A. Yes. 

Mr. Goldberg : Mr. Examiner, may we have marked 
for identification as Exhibit 201, a document entitled, 
“Investment Rate Base, Cost of Service, and Revenues 
from Natural Gas Operations in Excess of Cost of Serv¬ 
ice, 1944”? 
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Trial Examiner : That will be marked for identifi¬ 
cation as Exhibit 201. 

(The document referred to was marked Exhibit No. 
201 for identification.) 

By Mr. Goldberg: 

Q. I show you Exhibit 201, and ask you if that is 
the exhibit to which you have just referred? A. It is. 

Q. What does “Cost of Service” mean as you use 
it? A. Cost of Service, as I used it in Schedule 2, setjs 
forth [3695] the elements of operating expenses, de¬ 
preciation and depletion expense, taxes, exploration and 
development costs, and for illustrative purposes returh 
on investment rate base is computed at 6 per cent. 

******* 

[3697] Q. Have you prepared a similar exhibit with 
respect to 1945? A. I have. 


Mr. Goldberg: May we have marked for identific4- 
tion as exhibit No. 202, a report entitled, “Investment 
Rate Base, Cost of Service and Revenues from natural 
gas operations in excess of Cost of Service, 1945”? 


Trial Examiner: It will be so marked. 

(The report referred to was marked Exhibit No. 
202, for identification.) 

By Mr. Goldberg: 

Q. Is Exhibit 202 the exhibit to which you just 
referred in your last answer? A. Yes, it is. 

Q. Is Exhibit 202 constructed in the same manner 
that 201 was constructed? A. Exactly the same pattern 
as Exhibit 201. 
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Q. Except that it reflects the changes occurring 
between 1944 and 1945. Is that right? A. That is cor¬ 
rect, but the pattern of the items follow. 

******** 


[3866] PHILIP A. FLEGER was first duly sworn as a 

witness and testified as follows: 

Direct Examination. 

By Mr. Goldberg : 

******* 

[3869] * * * In addition to that, these reserves are 
very strategically located with respect to the company’s 
present markets and with respect to the other potential 
markets which the company might see fit to avail itself 
of, if for some reason not now foreseeable, its present 
markets should cease to be available to it. 

Also, the company’s reserves will undoubtedly in¬ 
crease in value in succeeding years, because, as I believe 
the records of the Securities and Exchange Commission 
as well as the Federal Power Commission will disclose, 
it is becoming [3870] for other natural gas producers 
operating in the Appalachian area to go to more distant 
places such as Texas and other points in the south¬ 
western part of the country to obtain adequate supplies 
of gas for their markets. There have been a number 
of proceedings before the Federal Power Commission 
involving the construction of pipelines to those more 
distant points in connection with which this situation has 
been fully disclosed. 

Another factor which I considered were the prob¬ 
able sales that the company would anticipate in future 
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years. In this connection I think it is self-evident that 
the Cities of Louisville and Pittsburgh represent natural 
markets, you might say, for the supply of gas owned by 
the Kentucky West Virginia Gas Company. In fact, I 
doubt if there are other sources from which the coni- 
panies serving those two co mmuni ties can secure gas 
in substantial quantities either as cheaply or as d«:- 
pendably as they can from the Kentucky West Virginia. 
Gas Company. 

**«•••• 


[3940] C. E. LUTTRING was recalled and testified fuif- 
ther as follows: 

Cross Examination. 

By Mr. Robinson: 

******* 

[3942] Q. Now just one other question, Mr. Luttring:. 
In connection with your consideration of the matter of 
sustained depletion, as I understand it you gave con¬ 
sideration to the estimates of reserves which would be 
developed by deeper drilling but did not give any con¬ 
sideration to the allowance for the dollar cost of themt 
A. That is correct, the reserves, as you know, were fur¬ 
nished by Mr. Walters, the Commission Geologist. 

Q. I might say I am just limiting the question to 
that simple question, as to whether you did or didn’t 
do it? A. No, there was no dollar cost associated with 
the reserves applicable to deeper dr illing which Mr. 
Walters included in his gas reserves. 

Q. That is all I had in mind. It was only for the 
purpose of bringing that out in the record because I had 
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looked in the record and wasn’t sure there was any 
reference to that. 

[3943] Mr. Robinson: That is all I have. 

Trial Examiner: Does anyone else have any ques¬ 
tion of this witness? 

Mr. Goldberg: Mr. Luttring, I imagine it is a fact 
that even without asking it, if you considered the treat¬ 
ment you accorded the deeper drilling in your phase of 
the study appropriate, that is, not including the cost of 
bringing the deeper reserves to the surface? 

The Witness: Well the treatment that we have 
accorded it, in our exhibit follows sound accounting. 

Mr. Goldberg: Yes, that is what I had in mind. 

******* 


[3990] EUGENE S. MERRILL was called as a witness, 
and having been first duly sworn testified as follows: 

Direct Examination 
By Mr. Robinson: 

Q. Will you state your full name and address? 
A. Eugene S. Merrill, #8 Whitehall Road, Tuckahoe, 
New York. 

Q. What degrees do you hold? A. I hold a 
Bachelor of Arts Degree from Stanford University, 1928, 
Master of Business Administration, Harvard School of 
Business, 1930. 

Q. What is your present position? A. Vice-Presi¬ 
dent of Standard Research Consultants, New York City. 

Q. What kind of service does your firm offer? 
[3991] A. We do all kinds of professional services for 
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business organizations, appraisal work, tax valuations 
for taxation, a great deal of work for analysis for tax 
cases, Section 722 tax cases. It covers almost the whole 
gamut of business advice and professional services for 
corporations, railroads, industrial concerns, and also fdr 
Governmental agencies, as far as that is concerned. 

Q. The Standard Research Consultants, are the 
consultants Mr. Coffman was identified with as president, 
and about which he testified previously in this casd? 
A. That is right. 

I 

Q. What are your duties as an officer of the com¬ 
pany? A. Well my duties for the most part are super¬ 
vising the preparation of various cases that we work on, 
deciding how the work should be prepared, assigning 
the work to various people working on it, talking with 
the clients, and occasionally doing what I am doing no\T, 
testifying. 

Q. Prior to your becoming vice-president of the 
Standard Research Consultants, what was your ex¬ 
perience? A. Perhaps the best way is to start at the 
beginning—it doesn’t take too long—after graduating 
from the Harvard Business School in 1930 I was an in¬ 
structor in accounting there, on the staff. I taught at 
the Harvard Business School and also at Harvard Uni¬ 
versity. I also did research work there in preparing 
what they call business policy cases, writing the [3992] 
cases, and going around and seeing executives of various 
industrial enterprises. 

In 19321 was asked to be assistant to the Executive 
Vice-President of Poors Publishing Company, the com¬ 
pany which publishes our utility manual, railroad 
manual, industrial manual and so forth. 
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From 1935 to 1941 I was Public Utility Associate 
for Standard Statistics Company, which subsequently 
became Standard and Poor’s when Poor’s and Standard 
Statistics merged. At that time I was on the field staff 
and spent quite a bit of time with public utility execu¬ 
tives around the country. 

In 19411 became Assistant Treasurer of the Wick- 
wire-Spencer Steel Company, in which job I had charge 
of all their factory accounting at their various plants. 
And then coming back to Standard Research, which is 
a subsidiary of Standard and Poor’s Company, in 1944, 
as Vice-President. 

Q. What has been your experience in valuation and 
appraisals? A. Well my own personal experience? 

Q. Yes, sir. A. I have worked on a great many 
of them. I have worked on valuation of Ford Motor 
Company Stock, when we were working for the Govern¬ 
ment. I worked on Lykes Brothers Steamship Company 
valuation for tax purposes. 

I worked on the valuation of the Pacific Fruit and 
Produce Company, on which I testified in Seattle a couple 
of weeks ago. [3993] You said valuation didn’t you? 

Q. Yes, sir. A. And there are many others I could 
mention. 

Q. Have you made rate of return studies for other 
cases? A. Yes, sir, I have worked on those. I have 
worked on Southern Counties Gas Company quite re¬ 
cently. I worked on Panhandle Eastern Pipe Line Com¬ 
pany, Pennsylvania Bell Telephone Company, and others, 
within the last few years. 
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Q. Mr. Merrill, I direct your attention to Exhibit 
#180 in this case, which is referred to as the rate of 
return Exhibit presented by the staff of the Commission 
and particularly to page 73—. A. I haven’t a copy of 
that here with me. 

Q. I direct your attention to page 73 and to the 
last column on that page, which is designated “December 
31,1945, Earnings-Price Ratio”. I ask you to state what 
considerations, in your opinion, should be weighed in 
connection with any use which might be made of the 
figures shown in that column as bearing upon the prob¬ 
lem of rate of return? A. That is the earnings-price 
ratio as given in the very last column? 

Q. Yes, sir. A. I don’t t hink much weight should 
be given to any earnings-price ratio worked out on the 
basis of a price of a single date, whatever the date hap¬ 
pened to be. 

[3994] Q. Have you any other matter in mind which 
should be referred to as bearing upon the merits or other¬ 
wise of those figures in relation to a rate of return? jA. 
Well I would say this—perhaps amplifying slightly ihe 
answer to your previous question: A single date, for 
working out an investors appraisal, or for working out 
a risk factor for valuation, a single date is always, I feel, 
a dangerous thing. You just can’t rely on it. You are 
never sure just why the stock may be selling at a given 
price on a single day. There may be a sudden fluctuation 
in the market, or there may be some sudden news, or 
something of that nature reflected in that price, so that 
when you sire trying to get a yardstick to measure with, 
you just feel compelled to look over a longer period of 
time thsin one day. 
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Now as of this particular date, which was the end 
of last year, these prices, of course, most of them, in an 
active market, are good enough, but as of that date there 
was one very important thing that investors knew which 
was not reflected in the earnings which go in to make 
up the eamings-price ratio as shown in the last column. 

Q. Will you state what that was, and what effect, 
in your opinion, it would have upon the consideration of 
an eamings-price ratio as shown in that column? A. 
Yes, sir, the thing I had reference to was the repeal of 
the excess-profits taxes, which had occured sometime 
before, [3995] and which all investors were cognizant 
of, and which as a matter of fact all investors were quite 
busy scurrying around trying to see just what that 
meant on the earnings of their stock. In other words, 
it was a known fact, which for some companies—a 
known favorable fact. It couldn’t be unfavorable to any 
company, and it might be very favorable to some com¬ 
panies. Now I worked out the effect or possible effect 
of the repeal of those taxes on some of these companies. 

Q. Will you refer to the particular companies and 
state what would have been the earnings of the company 
in 1945, when the 1946 tax law went into effect? 

Trial Examiner: Did you work this out at the time 
or just recently? 

The Witness: Notatthetime.no. This particular 
Exhibit I am not sure when it was prepared. 

Mr. Goldberg: The e xamin er wants to know when 
you worked this out? 

The Witness: Oh, we worked this out about a 
month or three weeks ago, I guess. 
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Lone Star Gas Company—and to explain it I will 
go through this to see what we did. 

Lone Star Gas Company had excess-profit taxes in 
1945—that is accrued taxes, of $3,507,000. Now you 
can’t estimate just exactly what would happen if you 
eliminated the excess-profits taxes, but you can come 
pretty close. And our estimate on that [3996] is that 
the elimination of those taxes would have reduced— 
well let me explain one thing, of course when you pay 
excess-profits taxes, those won’t all be eliminated by 
having the law changed, because you still pay up to 38 
per cent even though you might go clear up to 85 per 
cent on the top, but the 38 per cent remains. So the 
reduction in taxes would be $1,939,430. Without going 
through all of this, the net effect of that, if there had 
not to be those taxes in 1945, would have been so that 
earnings of that company in 1945 would have been $1.35 
a share instead of .97 a share. 

Mr. Goldberg : Let me understand this. 

Trial Examiner: I don’t understand it. 

Mr. Robinson: I think if you will wait we can cl 
it all up. 

Mr. Goldberg: All right, go ahead. 

The Witness: Let me go over it again. 

Trial Examiner: We should have some explanation 
as we go along on what effect this had on the eamings- 
price ratio as of that date. 

Mr. Goldberg: Yes, you can’t go back and change 
1945 earnings on the basis of a 1946 law. 



690 


Eugene S. Merrill — Direct. 


Mr. Robinson : The only point is, of course, that 
investors give consideration to both actual earnings and 
prospective earnings. They give consideration to those 
factors, which would influence the probable earnings in 
the future. 

[3997] Mr. Goldberg: I will defer my questions, I am 
willing to let the witness go ahead. 

Trial Examiner-. I thought the witness was going 
to tell us what factors the investor did take into account 
on that date, and what the effect was. 

Mr. Robinson: Yes, sir, that is what we are com¬ 
ing to. 

Trial Examiner-. If that is what he is doing that 
is all right. 

Mr. Robinson: It takes four or five steps to get 
there. 

Trial Examiner: All right, go ahead. 

The Witness: I will put it this way. The excess- 
profits taxes for this company, in 1945, amounted to 38 
cents a share. In other words, there was a favorable 
factor, known by the investors, at the end of 1945, that 
if conditions in 1946 were the same, there was one 
favorable factor of 38 cents a share resulting from the 
repeal of the excess-profits taxes. 

Trial Examiner: Your view is then that the in¬ 
vestor knew that as of this date, and that influenced 
the price he was willing to pay for the stock? 

The Witness: Yes, sir, that is right. He did 
know it. 
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Mr. Goldberg : It didn’t reflect in the eamings-pric 
ratio. You are saying he knew the repeal was cominj 
about but he didn’t reflect it in that price, is that right 


Mr. Robinson: If you will let me go ahead, I think 
I can clear it up. 


[3998] Mr. Goldberg: All right, I think it would be 
wiser to let the witness finish. 

Mr. Robinson: I will have to start with what the 
effect was and the matter of change in the earnings, and 
we will have to get what those changes are in the case 
of certain companies, which have obviously been selected 
because their percentage of change was substantial. Now 
will you go ahead? 

Trial Examiner: All right, go ahead. 

The Witness: In other words the reduction in the 
taxes which was brought about by the change in the law, 
and which was known at the end of 1945, for this par¬ 
ticular company, on the basis of 1945 earnings, was 38 
cents a share, approximately. 


In the case of Houston Natural Gas Company, the 
potential savings brought about by the change in the 
tax laws was 57 cents a share, which compares with 
their actual earnings in that year of $2.95 a share. 

[3999] In the case of Oklahoma Natural Gas Company, 
these taxes which would be no more in 1946 amounted 
to $1.37 a share compared with the actual earnings of 
the company in that year of $3.50 a share. 

Pacific Lighting Corporation. These taxes, in 1945, 
amounted to $2.97 a share, or almost as much as the 
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company reported in earnings after taxes in 1945, of 
$3.02 a share. 

One other company, Northern Oklahoma Gas Com¬ 
pany. In that case, these taxes that I am talking about, 
that were eliminated by the change in the law, amounted 
to 41 cents a share, which compares with 68 cents a 
share that the company earned after taxes in 1945. 

Mr. Goldberg: What was the last company? 

The Witness: Northern Oklahoma Gas Company. 

Mr. Goldberg: And you are saying that is on 
page 73? 

The Witness: On page 73 here? 

Mr. Goldberg: Yes. 

The Witness: I don’t know, offhand. No, it appar¬ 
ently is not on page 73. It is just another example. 

Mr. Goldberg: I thought you were confining it to 
page 73. 

The Witness: Yes, sir. I believe all the other 
examples are on page 73. 

By Mr. Robinson: 

Q. That Northern Oklahoma Company is in an¬ 
other compila- [4000] tion, but, confining our considera¬ 
tions for the time being to the first four you mentioned, 
first of all, is it a fact that investors do give considera¬ 
tion not only to the actual earnings of the year in ques¬ 
tion, but to the prospective earnings of the immediate 
future or of the future, and that in that connection they 
do take into consideration changes in taxes which would 
affect those earnings? A. There is no question about 
that in my mind. 
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Q. Now, as I understand it, the eamings-price 
ratios which appear in that column, for the four com¬ 
panies that you referred to, as at December 31, 1945, 
reflect the earnings as you have stated them, before 
giving any consideration to the tax saving as a result 
of the 1946 law? A. That is right. They are the earr¬ 
ings of 1945, after 1945 taxes. 

Q. Have you developed, for those particular four 
companies, what the change would be in the eamings- 
price ratios, on the basis of the tax savings you refer 
to and the net earnings which you have derived froija 
that saving? A. Yes, sir. 

Q. Will you give us those figures? A. Taking 
these same four companies, if we take Lone Star Gas, 
and adjust their 1945 earnings—that is, adding to that 
figure the tax savings that I mentioned—and apply those 
earnings to the price as of the end of 1945, the earnings- 
[4001] price ratio, or what you might call the adjusted 
eamings-price ratio resulting is 9.8. 

Mr. Goldberg: Is that at 12/31/45, adjusted? 

The Witness: What do you mean? 

Mr. Goldberg: I mean you have adjusted the 5 |t 
to 9.8; is that right? You are substituting 9.8 for 5.7 
as a result of your adjustment? 

The Witness: That is right. 

Mr. Goldberg: But your 9.8 is as of 12/31/45; jis 
that right? 

The Witness: The prices in both cases, I mean this 
eamings-price ratio, is the result of dividing one figure 
into another. 
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Mr. Goldberg: What I am trying to get at is: the 
5.7 is 12/31/45. Is your 9.812/31/45? 

Mr. Robinson : On the basis of the same price of 
stock? 

The Witness: Yes. 

Mr. Goldberg: I am trying to find out the date. 

Mr. Robinson: I think if you will wait a minute, 
we will have it all cleared up. 

Mr. Goldberg: I think that as to that there is no 
need to wait. I want to make sure that I am right about 
that. 

Mr. Robinson: Yes. 

By Mr. Robinson: 

[4002] Q. Will you go ahead now and give us the 
others? A. Yes. Houston Natural Gas Company, its 
adjusted eamings-price ratio becomes 10.9. 

Q. Will you state what the figure is on the exhibit 
and then what figure you have changed it to, so that we 
will have them for comparison? A. Yes. Houston Na¬ 
tural Gas, for which the eamings-price ratio on the 
exhibit is 8 percent, based on the December 31, 1945, 
price, becomes, on the basis of this adjustment in earn¬ 
ings, 10.9 percent. 

Oklahoma Natural Gas Company which, on the ex¬ 
hibit, has an eamings-price ratio of 8.4 percent, by this 
adjustment, becomes 13.2 percent. 

Pacific Lighting Corporation which, on the exhibit, 
has an eamings-price ratio of 5.3, becomes, after the 
adjustment, 11.04 percent. 
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Q. What you have done, Mr. Merrill, is simply to 
give effect to the tax savings, and thereby increase the 
net earnings, as if those savings had been obtained in 
the year 1945, and then relate the eamings-price ratio 
to the selling price of the stock as shown on December 
31,1945; is that right? A. That is right. 

Q. And I assume that it is from the point of view 
of an investor who is giving weight in considering ini 
vestment not [4003] only to actual earnings, but also to 
prospective earnings? A. Yes, of course, an investor 
always does that with prospective earnings. In this case 
there was one known factor which he was giving weight 
to, a factor which would be measured with some degree 
of accuracy. 

Q. Would you state whether or not it was your 
position that these figures alone should not be. considered 
unless consideration was given to the item you have 
just mentioned? A. That is right. If a person is work¬ 
ing on this sort of ratio, he certainly, I believe, any in ¬ 
vestor, in making use of this for the purpose for which 
it is intended, should give consideration to this known 
factor, which was known when these ratios were worked 
out. 


Q. Now, turning to another subject, namely, the 
question of trends in the matter of interest, bond inter! 
est by way of return or otherwise, can you state whethei! 
or not, in your opinion, there have been any recent del 
velopments which would indicate whether or not those 
trends had reached a halting point, or whether there 
was any characteristic that had been indicated by any 
trend in the last few months? 


Mr. Goldberg: What trend is that, Mr. Robinson 
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Mr. Robinson: Bond interest, on both Government 
bonds and others. 

A. Yes. Well, I think I would answer that question 
in this way: If you take long-term Government bonds, 
or the yields [4004] afforded by long-term Government 
bonds, which is generally accepted as more or less the 
safest thing, and the least risk, as the rates are always 
the lowest, the fact that the yields as shown by the 
prices in the market have, over quite a long period of 
time now apparently leveled off—the fact that there 
was a slight rise in the rates, and decline in price, 
and increase in the yield, a couple of months ago—but 
for quite a long time that has leveled off, while for the 
same time, as you go up the risk scale, you might say, 
under corporate bonds, and so forth, that decline had 
kept on through 1945, and into 1946, but even then, you 
are beginning to see a kind of leveling off there. For 
years before that, although there were interruptions 
from time to time, it seemed like the Government bonds 
were continuing this seemingly never-ending decline, but 
once Governments themselves level off, and stay leveled 
off, it is bound to stop the other types of securities in 
which there is greater risk from continuing the decline. 
It carries on some time after the leveling off stops, as a 
matter of fact it has, because corporate bonds and pre¬ 
ferred stocks of high grade have continued to decline 
through 1945 and into 1946, but my feeling or my opinion 
is that you can say with considerable certainty that the 
leveling off, or, rather, that the decline in yields of high 
grade securities has been halted permanently, and that 
the next move, whenever it occurs, would have to be 
on the up side rather than [4005] continuing the down 
trend. 
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I 

By Mr. Robinson : 

Q. Are Government bonds today selling below 
their highs? A. A little bit, yes. That is, you are talking 
of the price? 

I 

Q. Yes, I mean the premium paid for them today 
is below their highs? A. Yes, a little bit. 

I 

Q. And do you know approximately what the re¬ 
spective positions are in recent times compared with 
their high, on 2% percent Government bonds? A. Yes, 

I have a few figures here. These are on the yield basis. 

On long-term taxable Government bonds, as of the week 
of June 18, the average yield was 2.14 as against the 
lowest yield of earlier in the year of 2.02, or 12 yield 
points difference. And you see about the same thing on | 
intermediates and short terms, and on the tax-exempt I 
bonds also. 

In April the prices all declined. They have climbed 
up just a little bit since then, but they haven’t gotten 
down to that low point. Looking over the whole thing, 
it looks like this leveling off to me. 

• •••••* 

Cross Examination. 

By Mr. Goldberg: 

[4006] Q. Were your last statements directed only to 
Government bonds or were they intended to apply to 
public utility bonds as well? A. No, I don’t know what 
they were intended to do. 

Q. Well, you know what you intended. A. But I i 
was speaking of interest rates generally, which would 
certainly include public utility bonds, and I talked of 
Governments. 
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Q. As an example? A. Asa prime measure, or 
at least as— 

Q. But you did mean to apply your statement to 
public utility bonds, didn’t you? A. Yes. 

Q. I noticed you said that there would be a trend 
upward whenever it occurred. Now, when do you think 
it is going to occur. A. I think it is quite a few months 
away yet 

Q. Would you go into years, or would you limit 
your statement to months only? A. I would put it in 
this way: without having too definite an opinion on it, 
I would look for it within the next two or three years. 

Q. The next two or three years? A. Yes. 

Q. You know, do you not, that the yield averages 
on 40 [4007] industrial companies, which Moody’s em¬ 
ploys—and I think you are f amili ar with those, aren’t 
you— A. Are you talking about bonds? 

Q. Yes, Moody’s bond yield averages, and with 
respect to the 40 industrials employed, you know, do you 
not, that through 1946 the trend through April has been 
downward from 1945? A. I know that the trend has 
been pretty much downward on all corporate bonds. 

Q. And the same applies to railroads and utilities; 
isn’t that so? A. Pretty much so. 

Q. The trend has been downward? A. Yes. 

Q. Would you agree with the statement that there 
is no reason to alter the view that the interest rates 
generally will be maintained in a low area for an ex¬ 
tended period? A. I think that is what I said by 
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Q. Two or three years? A. Yes. 

Q. Now, let me understand what you did with 
respect to the eamings-price ratios before we go on. 
First, I think you said that the eamings-price ratios 
shown on page 73 of Exhibit 180, at December 31,1945, 
do not reflect the investor’s appraisal of the prospective 
earnings situation into which he [4008] was buying, Vs 
a result of repeal of the excess profits tax law; is that 
right? A. I don’t believe I stated quite like that, but tlie 
price—it is always best when you are talking earnings- 
price ratio, especially when we are monkeying around 
with them or changing them this way, to think of both 
sides— 

Q. I am willing to let you say “monkeying around 
with them.” A. The price as of the year end, that tl|e 
investors are willing to pay, and which is in each one of 
these ratios, does reflect the investor’s appraisal of the 
future, and one of the factors of the future was the 
known fact that these taxes would be eliminated. 

Q. Now, let me be sure I understand. You say 
the price at December 31, 1945, which makes up 
eamings-price ratio— A. Which is part of it, yes. 

Q. —which is part of it, does reflect the investorjs 
appraisal of the effect of the repeal of the excess profits 
tax law; is that right? A. Yes, that is right. 

Q. With respect to Lone Star Gas Company, you 
said their excess profits tax was $3,507,000; is that 
right? A. $3,507,000; that is right. 

Q. And I think you said that the repeal of the law 
[4009] meant that about $2,400,000 would be available 
as earnings for distribution to the investor, rather than 
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in payment in the form of taxes; is that right? A. No, 
I didn’t say that. I just gave the absolute figure on the 
taxes, which is 2 million dollars, the reduction that would 
have taken place. 

Q. The tax was 3% million dollars for 1945; is 
that right? A. The excess profits part of it was 3% 
million dollars, yes. 

Q. You say had the excess profits tax been re¬ 
pealed in 1945, the tax would have been $1,100,000? 
A. It would have been 2 million dollars, roughly, less. 

Q. 2 million dollars less? A. Yes. 

Q. Now, you say that 2 million dollars, the in¬ 
vestor, in 1945, said to himself, at least, would be avail¬ 
able as earnings for distribution to him; is that right? 
A. That is what he said to himself, yes. 

Q. In other words, he said that all of the savings 
as a result of the excess profits tax would be available 
to him in future income; is that right? A. He hoped so. 

Q. He hoped so? A. Yes. 

[4010] Q. You say he was wrong in that approach; is 
that right? A. No. 

Q. You say he was right? A. I say he was right 
in considering and analyzing this favorable factor. 

Q. And did he consider that those savings would 
be carried through to net profit? A. He hoped they 
would be. 

[4011] Q. May I show you Mr. Coffman’s testimony, in 
this proceeding, on February 21, 1946. This question 
was asked of him at transcript page 2766—and this was 
by Mr. Robinson on Redirect: 
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“Question. In that connection, Mr. Coffman, 
would you say that the 1945 figures alone can bp 
used as a fair gage in determining the fair rate of 
return?” and he answered, “No.” 

Now I am going to skip the next paragraph because 
it doesn’t relate to this subject matter. You may look at 
it and read it into the record if you wish? A. This 1945 
here is 1945. 

Q. I will read the whole thing. He answered, “No, 
I don’t believe that the 1945 figures alone can be used 
as a fair guide or measure in arriving at a fair rate of 
return. As everyone knows the investment market ifi 
1945 was greatly inflated by the promising earning^ 
prospect during the post war period. 

“In many instances stocks have risen to levels 
which bear little or no relationship to intrinsic or 
true value. There is one factor in particular that 
is misleading as to the earnings possibilities of a 
large number of companies including natural gap 
companies. That is the elimination of the excess^ 
profits tax. Needless to say, there has been a greai 
deal of fallacious reasoning in the market that mosi 
if not [4012] all of the savings of excess profits 
taxes will be carried through to net profit in 1946.” 

Isn’t that last statement I read that view of Mr. 
Coffman, in direct conflict with the view expressed by 
you here this afternoon? A. No. 

Q. Didn’t you say that the investor expects thai 
all of the net profit will be carried through to him, ali 
of the savings, that is, will be carried through to net 
profit? A. No, I didn’t say that. I said he hoped it: 
would. 
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Q. He hoped it would? A. Yes. 

Q. And you made your calculations on that basis 
didn’t you? A. Oh, I made calculations on that basis. 

Q. Now, are you saying that he was wrong in mak¬ 
ing calculations on that basis? A. That who was wrong? 

Q. The investor. A. No, he isn’t wrong in making 
calculations. 

Q. Well, Mr. Coffman said he was, didn’t he? 
A. No. 

Q. Well didn’t Mr. Coffman in that statement say 
that he was engaged in, “fallacious reasoning”; would 
you like to see the statement again? [4013] A. No, I 
saw the statement. 

Q. Didn’t he say that? Didn’t he say that he was 
engaged in fallacious reasoning in believing that most 
if not all of the savings as a result of the repeal of the 
excess profits tax would be carried down to net profit? 
A. That is right, that is what he said. 

Q. That is what he said? A. Yes. 

Q. And you say the contrary? A. No, I haven’t 
said the contrary. I wish you would explain to me why 
you haven’t said the contrary? A. Well, the main 
reason is you haven’t asked me. This table here is 
mathematical. It shows the effect of those savings 
worked out mathematically. And then certain earnings- 
price ratios adjusted were worked out on that basis. 

I didn’t say at any time that these savings would 
all be carried through to the stockholders. And I don’t 
th i n k the average investor thinks so either. And from 
Mr. Coffman’s testimony, he was saying that if a person 
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thought he was going to get it all it was fallacious 
reasoning. 


Q. He was talking about the investor wasn’t he? 
A. He was talking about the investor. But the main 
point of this is that there is no question that the tax 
[4014] savings as worked out here, that is a dollar a 
share here, fifty cents a share there, and 30 cents a share 
here, is a known factor, and if all other things stay equal 
in 1946, those earnings would be there for the stock¬ 
holder. 

Q. Let’s get this straight. You say that as a result 
of the excess profits tax repeal, the savings will be car¬ 
ried through to net profit? A. No, I didn’t say that. 

Q. Isn’t that what your calculations are based on ? 
Didn’t your calculations give effect to the full savings? 
A. Yes. 

i 

Q. Well you were purporting to state what the 
investor’s appraisal was of the situation at December 
31,1945, isn’t that so? A. No. 

Q. You are not? 

Let me understand that. You are not purporting 
to state the investor’s appraisal. Is that it? A. Yoji 
mean on these ratios? 

Q. Eamings-price ratios? A. That I read off 
here? 

Q. Yes. A. No, I don’t purport to say they are 
right. They are still based on a single case and arp 
made by a single calculation. 

[4015] Q. No, understand me. In your opinion doeb 
the 9.8 which you substituted for the 5.7 for Lone Star 
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Gas Company, represent the investor’s appraisal at 
December 31, 1945, after giving effect to full savings 
in net profit as a result of the excess profits tax repeal? 
A. After giving effect to full savings it does. 

Q. That represents the investor’s appraisal at De¬ 
cember 31,1945, is that right, in your opinion? A. You 
stated the question differently before, you said, “After 
giving effect to full savings.” Well, obviously it does 
there, because it is just worked out. 

Q. In other words, you’re saying that the 9.8 per 
cent is the investor’s appraisal at December 31, 1945, 
after giving effect to tax savings in net profits, is that 
right? A. That is right. 

Q. And you say that he was correct in so giving 
effect to the savings from the repeal, is that right? 
A. No, I didn’t say that. 

Q. You say he is wrong? A. He is partly right, 
partly wrong. 

Q. To what extent is he right? A. Well probably 
to a considerable extent. Of course, we don’t know yet 
We don’t know. The excess profits taxes are based on 
excess earnings, over a level, or based on capitalization, 
or however these various companies do it. 

[4016] If everything else remains equal in 1946, the 
company earned just as much as it did before taxes, and 
they don’t have to pay any excess profits taxes, there; 
your savings are all there. You can’t get around that. 

Q. What level of earnings did your investor foresee 
for the future? A. I don’t know. 
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Q. Well, how do you know how he appraised the 
stock market, then? A. What do you mean, “My in¬ 
vestor?” 

Q. Well, let us get this straight. This does not 
mean anything unless you are telling us about what the 
informed investor reflected in the market, isn’t that so? 
A. Yes. 

Q. All right. Now we are to understand are we 
not, that you are purporting to tell the Commission what 
the informed investor considered was his rate of return 
on the stock he was buying, right? A. Yes. 

Q. Now, you said it was 9.8 per cent with respect 
to Lone Star Gas Company, at December 31, 1945, is 
that right? A. Which company is that again? 

Q. Lone Star Company. A. Yes, that is the 
figure, 9.8. 

Q. Now, that was based upon a level of earnings 
for [4017] 1945 adjusted to give effect to excess profits 
tax savings, right? A. That is right 

Q. Did that investor foresee that level of earnings 
for the future? A. Instead of taking the 9.8 here, for 
a second, he saw one favorable factor, a known favor4ble 
factor, which if it was fully realized, would give him 0.8. 

Q. What level of earnings did he expect to get? 

j 

Mr. Robinson: Are you drawing a distinction be¬ 
tween one type of investor that might reduce his for¬ 
mula to mathematics or an investor who might weigh 
a favorable factor? 

Mr. Goldberg: I am talking about the same in¬ 
formed investor Mr. Robinson, that we have all been 
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talking about in this case when we discussed the prob¬ 
lem of rate of return. 

Mr. Robinson : There is a great difference between 
a mathematical fact and the weight various people might 
give to it. 

Mr. Goldberg : I am trying to find out what this 
9.8 means. And I think my witness is going to tell me 
pretty soon what it means. 

Mr. Robinson: He told you how he arrived at it, 
mathematically. You are now trying to translate that 
into the thinking of an investor. 

Mr. Goldberg: I am not trying to do anything of 
the [4018] sort. He told me the approach, the informed 
investor’s approach to the market. 

I am saying if it doesn’t reflect that, the 9.8 might 
just as well be stricken from the record because it 
doesn’t mean anything. You brought this witness here 
to tell us, Mr. Robinson, without giving Mr. Goubleman 
an opportunity to tell us anything about it, why these 
eamings-price ratios are no good and I am trying to 
find out why they are no good. 

Mr. Robinson: I didn’t say anything of the kind. 
I told this witness to show that an investor would give 
weight to factors of change that are already known. 

Mr. Goldberg: In giving weight to that factor he 
has got to take the level of earnings into account. You 
said it repeatedly on direct. What level of earnings did 
the investor expect. 

Mr. Robinson: He has got to read the investor’s 
mind now. 
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Mr. Goldberg: That is what he is trying to do when! 
he puts 9.8 down there, Mr. Robinson. 

Mr. Robinson: That is another question. 

Trial Examiner: Go ahead and answer the ques¬ 
tion. 

The Witness: I don’t know what the question is. 

Trial Examiner: Read the question. 

(Question read.) 

[4019] The Witness: I don’t know. 

By Mr. Goldberg: 

Q. How are you able to reach an eamings-price 
ratio if you are unable to tell me what level of earnings 
he expected to get? A. At any time, the price of this 
stock, at the end of the year, reflects the investor’s ap¬ 
praisal of many things. 

Q. Including the prospective level of earnings for 
the company in which he expects to invest? A. That 
is right. 

Q. What level of earnings did he expect for Lone 
Star Gas Company? A. I don’t know. I didn’t study] 
it. I don’t know. 

Q. That is a factor he must take into account, 
right? A. He does take it into account. 

Q. And it is a factor which affects the eamings- 
price ratio, is that right? A. Sure. 

Q. And it is a factor that affects your 9.8, is that 
right? A. Sure. 
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Q. And you haven’t taken it into account, is that 
right? A. Not in this calculation. 

Q. No. Nor have you taken it into account in any 
of the calculations which you have made with respect 
to page 73, is that right? [4020] A. That is right. 

Q. All right. When was the excess profits tax re¬ 
pealed? A. I believe it was in November. One month 
or two before. 

Q. Was it November 1945? A. Yes. 

Q. Was it before December 31,1945? A. Yes. 

Q. Won’t the eamings-price ratios then reflect his 
appraisal of the future situation, after repeal of the 
excess profits tax? A. Well that gets us back to the 
fact that the earaings-price ratio is made up of two 
elements. The price did reflect it. The earnings did not. 

Q. And you have attempted to determine what the 
earnings would be after— A. For that one, we have 
adjusted the earnings for one known factor, which was 
capable of mathematical calculation. 

Q. Now you say the price reflects it but the earn¬ 
ings does not. Doesn’t the price take into account the 
prospect of earnings? A. Sure. 

Q. It does, doesn’t it? A. Yes. 

[4021] Q. Well if it takes into account the prospective 
earnings wouldn’t it take into account the earnings, the 
informed investor expected in the light of the repeal of 
the excess profits tax? A. But this ratio is based on 
earnings and price. You are talking about prospective 
earnings; in that ratio of the earnings are last year’s 
earnings. 
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Q. In other words you are saying that the eara- 
ings-price ratio is not necessarily synonymous with the 
true equity capitalization rate, is that right? A. As of 
a given date, that is always true. 

Q. Is it synonymous if the eamings-price ratio 
were an earnings-price ratio for the whole year? A. One 
year is not enough. 

Q. How many years do you need? A. Well, in 
most of our work; the best way to answer that is that 
we almost always use five years. 

Q. How many years do you have on page 73? A. 
It looks like more than that here. 1937 to 1945. 

Q. When you stated that you don’t think much 
weight should be given to the eamings-price ratio at 
December 31,1945, reflected on page 73, were you of the 
opinion that it was intended that only that earnings- 
price ratio should be considered by the Commission? 
A. Well, I don’t know what the Commission intended 
[4022] to use. I was asked a question as to whether 
1945 should be used. 

Q. And your answer in reply to the use of Decem¬ 
ber 31, 1945 eamings-price ratio alone? A. Was “no,” 
yes. 

Q. Is that right? A. That is right. 

Q. But you were not relating your answer to the 
use of that eamings-price ratio together with the other 
eamings-price ratios appearing on page 73? A. No, I 
didn’t even really know what exactly was on here. I 
didn’t testify in this case before, you know. 
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Q. Doesn’t the earnings-price ratio at December 
31,1945, show the most recent trend? A. It shows the 
most recent price. 

Q. Shows the most recent trend doesn’t it? A. 
Well a single date doesn’t show a trend. 

Q. It shows the most recent one? A. The most 
recent price, sure. 

Q. Well, in connection with the other earnings- 
price ratios shown on page 73, doesn’t the price at De¬ 
cember 31,1945 show the most recent part of the trend 
from 1937? A. Well, it shows the end of the trend. 

Q. It shows the end of the trend? A. Whichever 
way it was going at the time, that is [4023] right. 

Q. And it was going downward at that time? 
A. The earnings-price ratios were, yes. 

Q. Do you know what the earnings-price ratios 
were in March, 1946, for Lone Star Gas Company? 
A. No. 

[4024] Q. Would you say that earnings-price ratio 
reflects this money factor of repeal of excess profits 
tax? A. The price presumably reflects it. 

Q. If I told you that the earnings-price ratio for 
March, 1946, was 5.2, would you have any reason to 
doubt it? A. No. 

Q. And assuming that it is 5.2, the trend is still 
down, isn’t it? A. What is it at the end? 

Q. 5.2. A. What was it at the end of the year? 

Q. 5.7. A. Yes, it is still down. 
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Q. In March, 1946, did you know that the earning^ 
price ratio on Houston Natural Gas was 7.2? A. No. 

Q. That is March 31, incidentally, the date I am 
giving you. A. Yes. 

Q. That is also a continuation of the downward 
trend, isn’t it? A. Yes. 

Q. Did you know that for Oklahoma Natural Gas 
Company, the earnings-price ratio was 7.5? A. No. 
[4025] That also is a downward trend, isn’t it? A. That 
is right. 

Q. Did you know that the earnings-price ratio at 
March 31,1946, for Pacific Lighting Corporation was 5.1? 
A. No. 

Q. In that case it is likewise a downward trend, 
isn’t it? A. Yes. 

Q. Now, the investor would take into account not! 
only that known factor that you mentioned, the repeai 
of the excess profits tax, but he would take into account 
other factors, such as these revenues we discussed, labor 
costs, material costs, strikes, and the like, wouldn’t he? 
A. Sure. 

Q. And all of those would affect the 9.8 figure you 
came up with; isn’t that right? A. Sure. 

Q. In other words, the use of these earnings-price 
ratios involves the matter of the application of informed 
judgment? A. What do you mean, the application for 
some other purpose? 

Q. Yes, the application for arriving at rate of re4 
turn, for example. A. That is right. 
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[4026] Q. I notice you gave us adjusted figures for 
only four companies. Did you make the calculations for 
the other companies on page 73? A. I believe they were 
made for all the other companies. 

Q. And in all of them I presume you came up with 
a higher eamings-price ratio than appears on page 73? 
A. That is right 

Q. And with respect to those figures that you came 
up with, the matters we have been discussing would 
again be applicable? A. That is right. 

******* 


[4042] H. W. RUEMMELE was called as a witness, and 
having previously been duly sworn, testified as 
follows: 

Further Direct. 

Mr. Robinson: I would like to have marked as an 
exhibit an exhibit identified as “Kentucky-West Virginia 
Gas Company, Curve showing annual unit rate per Mcf 
for depletion of gas well and developed acreage for each 
year 1942 to 1950 inclusive, from data, company exhibit 
68 page 1 and also from company’s exhibit 95 page 6 
as compared to annual unit rate per mcf covering the 
same items from data. Commission’s Exhibit 191 and 
[4043] 192 for each year, 1942 to 1945 inclusive, and 
annual unit rate per Mcf for each year 1946 to 1950 in¬ 
clusive, from projected data based upon methods of 
computation used by the Commission,” identified as Ex¬ 
hibit #204. 

(The document above referred to was marked Ex¬ 
hibit #204 for identification.) 
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By Mr. Robinson: 

Q. Mr. Ruemmele will you just briefly state what 
this Exhibit shows? 

Mr. Goldberg: Which one is this we are looking at 
now? 

Mr. Robinson: This is our Exhibit #204. 


A. Exhibit 204 consists of a chart or graph and 6 
pages of tabulations. The first page is a summary of 
estimated annual accruals for gas wells and developed 
acreage per methods employed by the Federal Power 
Commission, as compared to methods used by the Com¬ 
pany for the years 1942 to 1945 inclusive, and a similar 
comparison of projected estimates for the years 1946 td 
1950 inclusive. 


There is also shown, by years, a comparison of the 
average rates per Mcf of gas produced. The information 
for the years 1942 to 1945 inclusive, relative to the al¬ 
lowance per the Federal Power Co mm ission, was taken 
from Co mm ission’s Exhibit #191, and 192. While the 
company information was taken from company’s Exhibit 
# 68 . 

The estimated allowance for the years 1946 to 1950 
inclusive [4044] per the Federal Power Commission’^ 
method, were computed in accordance with the methods 
employed by the Federal Power Commission, and the 
projection was made by using their methods, but using 
estimates for the future for gas reserves, gas product 
tion, and gas plant additions and retirements, as set forth 
in company’s Exhibit 68 and 104. 

The five remaining pages of this Exhibit show in 
detail the computations of the annual accruals for each 
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of the various groups. The total annual accrual for each 
group being brought forward and summarized on the 
first page. 

The starting point on each page was token from 
Commission’s Exhibit 192. The estimates of annual 
allowance for the years 1946 to 1950, per company, were 
token from its Exhibit 68. 

On page one— 

Q. Before going into that, I would like to ask you 
whether or not this calculation was submitted to the 
Staff of the Commission, and whether or not they ap¬ 
proved it with the results which you have shown in this 
Exhibit? A. The information contained on this Exhibit 
was submitted to the representatives of the Commission 
Staff, and they have indicated that the Exhibit checks 
mathematically and per the methods of the Federal 
Power Commission. 

Mr. Goldberg: They didn’t approve the result. They 
merely approved the mathematics. 

The Witness: And the method. 

[4045] Mr. Robinson: That is right. 

******* 

[4048] Mr. Robinson: I would like to have an exhibit 
in which I will read only a portion of the caption, which 
is designated as, “Kentucky-West Virginia Gas Com¬ 
pany, Curve Showing Annual Unit Rate Per Mcf For 
Depletion of Gas Wells,” and so forth, on which there 
are shown three curves, marked Exhibit 206 for identifi¬ 
cation. 

Trial Examiner: It will be so marked. 
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(The above mentioned document was then mark 
Exhibit 206 for identification.) 

By Mr. Robinson: 

Q. Without going into this exhibit, Mr. Ruemmele, 
am I correct in saying that this Exhibit 206 varies froijn 
Exhibit 204 only in the fact that it introduces a third 
line in the curve, which excludes from consideration th|e 
reserves that are estimated to be obtained from futurle 
deepened wells? [4049] A. That is true. I 

I 

| 

Q. And it shows the calculations on that assump¬ 
tion, with reference to the same approach that you have 
previously testified to in Exhibit 204? A. That is true. 

Q. In other respects, it is identical with the curv 
shown on Exhibit 204, and varies only in that it adds 
the curve for the exclusion of the reserves estimated 
from deepened wells? A. With the exception of the 
handling of reserves estimated from wells that may 
deepened, this exhibit is identical with Exhibit 204. 

******* 

[4055] DALE E. GOUBLEMAN was called as a witness'^ 

and, having been heretofore duly sworn, testified 

as follows: 

I 

Further Direct Examination. 

By Mr. Goldberg: 

Q. Mr. Goubleman, do you have the eamings-price 
ratios at March 31, 1946, for the companies shown oh 
page 73, Exhibit 180? A. Yes. 

Q. Read them, please. A. Consolidated Gas Utili¬ 
ties Corporation, 9.4. ElPaso Natural Gas Company* 
6.78. Interstate Natural Gas Company, 6.2. Lone Staif 


7 





716 


Dale E. Gouibleman — Cross. 


Gas Company, 5.17. Memphis Natural Gas Company, 
4.6. Montana Dakota Utilities Company, 4.0. Montana 
Fuel Supply Company, 5.8. Northern Natural Gas Com¬ 
pany, 7.4. Panhandle Eastern Pipeline Company, 8.39. 
Pennsylvania Gas Company, 6.8. Southern Natural Gas 
Company, 7.0. Southern Union Gas Company, 4.07. 
Houston Natural Gas Corporation, 7.2. National Fuel 
Gas Company, 5.3. Oklahoma Natural Gas Company, 
7.5. Pacific Lighting Corporation, 5.14. 

******* 

Cross Examination. 

By Mr. Robinson: 

[4056] Q. Those figures you have read are related to 
various years ending at various times as identified in 
your corresponding column ? A. Well, what they are 
based on, Mr. Robinson, is the market price as of March 
30,1946. I think 31st of March was a Sunday. 

Trial Examiner: Where do you get the earnings 
as of March 31? 

The Witness: I used the latest reported earnings 
available. In some cases, for instance, Consolidated Gas 
Utilities Corporation, the latest earnings available were 
as of January 31,1946. In other words, I took the most 
recent that was available to the investor up to the end 
of March, 1946. 

By Mr. Robinson: 

Q. Would you mind reading into the record or 
filing with this a companion statement showing the basis 
of the earnings as you have it in relation to the figures 
that you have just read or else now read into the record 
the first column? 
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Mr. Goldberg: Read the earnings now. 

The Witness: All right. Consolidated Utilities Cor¬ 
poration, the earnings are, for the 12-months period 
ended January 31, 1946. 

El Paso Natural Gas Company, December 31, 1945. 

Interstate Natural Gas Company, September 30, 
1945. 

Lone Star Gas Company, December 31, 1945. 

[4057] Memphis Natural Gas Company, December 31, 

1944. 

Montana Dakota Utilities Company, December 31, 

1945. 

Mountain Fuel Supply Company, December 31,1944. 

Northern Natural Gas Company, December 31,1945. 

Panhandle Eastern Pipeline Company, December 31, 
1945. 

Pennsylvania Gas Company, December 31, 1945. 

Southern Natural Gas Company, September 30, 
1945. 

Southern Union Gas Company, December 31, 1944. 
Houston Natural Gas Corporation, July 31, 1945. 
National Fuel Gas Company, December 31,1945. 
Oklahoma Natural Gas Company, January 31,1945. 
Pacific Lighting Corporation, December 31, 1945. ! 

Mr. Goldberg: Those were the earnings available to 
the investor at March 30, 1946? 
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The Witness: The most recent earnings available. 
By Mr. Robinson: 

Q. So that the only two companies in which you 
have included any earnings whatever in 1946 are the 
Consolidated Gas Utilities Corporation and the Okla¬ 
homa Natural Gas Company, in which case you included 
the month of January only? A. Yes. You see some 
companies report on a 12-months basis only once a year. 
Others monthly; some every three months; some semi¬ 
annually. And I have taken the most recent 12-months 
period earnings. 

Mr. Goldberg: Those are the only earnings that the 
in- [4058] formed investor could act on? 

The Witness: Yes, as of March 30,1946. 

******* 

[4204] H. W. RUEMMELE, a witness herein, having 
been previously sworn, was examined and testified 
as follows: 

Direct Examination. 

By Mr. Robinson: 

******* 

[4208] Mr. Robinson: I would like to have certain ex¬ 
hibits which will later be testified to by Mr. Ruemmele 
now identified. 

******* 

Mr. Robinson: The exhibit designated “Kentucky- 
West Virginia Gas Company, summary of net earnings 
for the year 1945 per books and the net earnings for the 
year 1945 restated to include a full year effect of addi¬ 
tional expenses experienced during the year 1946 and 
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after using as the annual allowance for depletion, depre¬ 
ciation and so forth, the amounts as determined by using 
Federal Power Commission methods”, to be marked as 
Exhibit 220. 

Trial Examiner: It will be so marked. 

(Exhibit No. 220 was marked for identificatioij.) 

******* 

[4216] H. W. RUEMMELE, a witness herein, having 

been previously sworn, was examined and testified 

as follows: 

Direct Examination— continued. 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please take up exhibit 
number 220, and explain that exhibit. A. Exhibit num¬ 
ber 220 is captioned Kentucky West Virginia Gas Coija- 
pany. Summary of Net Earnings for the Year 1945 per 
books and the net earnings for the year 1945 restated to 
include a full year of effect of additional expenses ex¬ 
perienced during the year 1946, and after using as the 
annual allowance for depletion, depreciation, and so 
forth, the amounts as determined by using Federal Pow¬ 
er Commission methods. 

And the first column of this exhibit shows for the 
year 1945 the net utility income per books and per ex¬ 
hibit 48A, and in the second and third columns are shovfn 
the adjustments made by the Federal Power Commission 
as a result of their examination of the company’s records 
for that year, and the amounts as disclosed in their ex¬ 
hibits number 190, [4217] 192 and 202. 

The amount of net utility income for the year 1945 
as shown in the fourth column of $1,537,367.69 is the 
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sam e amount as shown in Federal Power Commission 
exhibit 202, schedule two, namely, the total of the 
amounts shown on line sixteen of $718,727.74, and the 
am ounts shown on line thirteen of $818,639.95. 

To the net utility income of $1,537,367.69, which 
amount was determined by the Federal Power Commis¬ 
sion to be the adjusted net utility income for the year 
1945, we have made certain adjustments for wage and 
salary increases and school tax increases which have 
been experienced in 1946, and which adjustments are 
gjmilgr both as to amount and explanation as in the case 
of my previous exhibit 219. 

The exhibit shows the net utility income for 1945 
per Federal Power Co mmis sion methods after all these 
adjustments to be $1,389,923.69. 

All amounts of depletion per Federal Power Com¬ 
mission methods as shown in this exhibit were calculated 
according to the contention of the Federal Power Com¬ 
mission, namely, that of including in the total gas re¬ 
serves certain amounts of gas reserves which the Com¬ 
mission has determined to be applicable to the future 
deepening of certain existing shallow wells. 

Mr. Goldberg: Mr. Ruemmele, every time you talk 
about [4218] the Co mmi ssion’s contentions and the Com¬ 
mission’s having determined, I take it, you are talking 
only about the staff. 

The Witness: That is true. 

By Mr. Robinson: 

Q. Mr. Ruemmele, in connection with exhibit 220, 
which you have just explained, will you relate the effect 
upon the net utility income of $1,389,923.69, as shown 
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by the exhibit under the assumption that the sustained 
rate of depletion estimated for the year ’47 were sub¬ 
stituted for the depletion rate actually experienced in 
the year ’45. A. Under the assumption that the sus¬ 
tained rate of depletion estimated for the year 1947 per 
Federal Power Commission methods, were substituted 
for the depletion rate actually experienced for the year 
1945, also per their method, there would be an additional 
amount of annual accrual for the year 1945 of $130,706, 
which amount would reduce the 1945 net utility income 
per this exhibit from $1,389,923.69 to an amount of 
$1,259,217.69. 

That amount is arrived at as follows: Note number 

I 

five to this exhibit shows that the unit rate of depletion 
for the year 1945 for gas well construction, developed 
acreage, and abandoned well expense, as taken from Ex¬ 
hibit 192, is 3.158 cents. 

Exhibit 204 shows that the unit rate for 1947 for 
comparable items is 3.682 cents. The difference between 
the two [4219] rates is an increase of .524 cents per 
MCF of gas produced. 

Applying this increase of .524 cents to the annual 
production for 1945 of 24,943,900 MCF, will give the ad¬ 
ditional allowance of $130,706. 

##*#*#* 

[4226] Cross Examination 

By Mr. Goldberg: 

******* 

[4234] Q. Now, assuming that the increase is the result 
of the change in policy which Mr. Beecher testified would 
be followed by the company, if we were to make a fair 
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comparison between 1946 and 1945, we would want to 
restate the 1945 non-productive well drilling in accord¬ 
ance with the policy the company proposes to follow in 
the future, isn’t that so? A. That is true. 

Q. And making the necessary adjustments for the 
purpose of a fair comparison, annual and accrued deple¬ 
tion would be affected, wouldn’t it? A. To the effect 
of what extent? 

Q. I don’t know to what extent. It doesn’t make 
any difference. It would be affected. A. To the extent 
of a dry hole? 

Q. You wouldn’t capitalize certain costs where you 
had in the past, and that would affect annual and ac¬ 
crued depletion, right? A. Dry holes do not enter into 
depletion computations. 

[4235] Q. Are you saying that even if we restate 1945 
nonproductive well drilling in accordance with the policy 
that Mr. Beecher states the company will follow in the 
future, there will be no effect on annual and accrued 
depletion? A. There may be some effect. 

******* 

[4239] DONALD B. BEECHER 

******* 

[4241] Cross Examination 

By Mr. Goldberg: 

******* 

[4242] Q. Am I to understand by your statement that 
in the future you are going to plug wells of 60,000 or 
less, that that is an irrevocable commitment on your 
part, come what may in the future? A. In so far as I 
know, that is my present policy. 
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Q. You are not saying that circumstances, the 
amount of business you get, may not cause you to vary 
the policy with respect to saving of wells, or are you 
saying that? A. No. I am saying that is my present 
policy. As I stated before, if the price we obtain for our 
gas would go down, we might have to plug wells of less 
than 100,000 per day, I do not know. 

******* 


[4244] PAUL B. COFFMAN, a witness herein, previ¬ 
ously sworn, was recalled and testified further as 
follows: 

Direct Examination. 

Mr. Robinson: I would like to have an exhibit iden¬ 
tified as “Supplemental Data Relative to Fair Rate of 
Return of Pittsburgh & West Virginia Gas Company and 
Kentucky-West Virginia Gas Company,” marked Ex¬ 
hibit 84-A. 

[4245] Trial Examiner: It will be so marked. 

j 

(Exhibit No. 84-A is marked for identification.) 

By Mr. Robinson : 

Q. Mr. Coffman, I direct your attention to an ex¬ 
hibit marked 84-A for identification and ask you to state 
whether or not this booklet was prepared under your 
supervision and direction? A. Yes, sir. 

Q. I think, generally speaking, the exhibit brings 
the material that you had previously included in youi|- 
Exhibit 84, down to more recent date, is that right? 
A. Yes, sir. 
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Q. Will you please explain Exhibit 84-A and the 
material that is incorporated in it? A. Exhibit 84-A 
is presented in two parts, the first part containing a 
series of charts through Chart No. 13. The second por¬ 
tion contains a series of tables which have the data from 
which the charts were prepared. 

The first part of the chart material covering charts 
1 through 5 contains information in regard to money 
rates which were brought down to the most recent date 
that was available at the time I was preparing this 
material. 

Chart No. 1 captioned, “Prime Money Rates” con¬ 
tains data covering the years 1930 to about September 
of 1946, and shows the rate that was current in the var¬ 
ious months in the years [4246] mentioned on 90-day 
bankers’ acceptances (prime), 90 day loans, New York 
Stock Exchange, and four to six months commercial 
paper (prime). 

It is shown on this chart that there has been a 
marked up-tum in each of the rates beginning about 
February or March of 1946. When I last testified I think 
I made some comment that interest rates had probably 
reached their low point and if there was any further 
movement it would tend to be upward. 

Looking at the table supporting chart 1, it can be 
seen that for a period of years 90 day bankers’ accept¬ 
ances carried a rate of .44 per cent. The first change in 
that rate occurred in May of 1946 when the rate in¬ 
creased to .47, and as of September of 1946 it was .81 
per cent. 

In the 4-to-6 month commercial papers the rate had 
been stabilized for a period of years at around .75 per 
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cent. It had been somewhat lower than that to .50 per 
cent but in July of 1946 the rate began to change in¬ 
creasing from .75 per cent to .77 per cent, and in Sep¬ 
tember it was .81 per cent. 

In the case of 90-day time loans which had been 
stabilized for a long period of time at 1.25 per cent, a 
change took place in August of 1946 increasing to 1.5 
per cent and it was 1.5 per cent in September of 1946. 

In chart 2 captioned “Commercial Loan Rates 
charged Customers by Banks in Principal Cities” I show 
there data on [4247] the rate charged in New York City, 
the rate charged in seven other northern and eastern 
cities and the rate charged in eleven southern and west¬ 
ern cities. 

Those figures fluctuated around at different levels 
as shown in the chart, but coming down to the most re¬ 
cent period, the New York City averaged 1.99 per cent 
in 1945 and as of September, 1946 was 1.80 per cent. 

Those rates were somewhat lower than had existed 
in the prior year. In the case of the rate on seven other 
northern and eastern cities the average rate for 1945 was 
2.51 per cent, and as of September, 1946 was 2.43 per 
cent. 

In the case of the eleven southern and western cities 
the rate averaged for 1945 of 2.73 per cent rose to 2.93 
per cent in March, was 2.97 per cent in June and was 
2.75 in September. 

Q. All of those rates do show a low point at the 
end of 1945 and the beginning of 1946, and a subsequent 
rise, do they not? A. Yes, that is correct. 
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Chart No. 3 captioned, “Yields on Government, Mu¬ 
nicipal and Highest Grade Corporate Bonds” shows the 
rates for the 1930-1946 period on U.S. Treasury Bonds, 
partially tax-exempt, the rate on domestic municipals, 
which is Standard and Poor’s Index, covering fifteen 
bonds, and the rate on highest grade, that is A-l plus 
corporate bonds, which is an index [4248] for that type 
of security prepared by Standard and Poors. 

The table supporting that chart gives the detailed 
figures which show that the average for 1945 was 1.66 
for U.S. Treasury Bonds, partially tax-exempt. 

The figure had been in the earlier months of 1945 as 
high as 1.81 and it fluctuated between that figure in the 
various months in 1945 to the low of 1.51, and the aver¬ 
age for the year was 1.66. 

In the case of the domestic municipals the average 
for 1945 was 1.67, then in 1946 by months it varied be¬ 
tween 1.45, which was the low point reached in April, 
and by September it was 1.75 per cent. 

In the case of the highest grade A-l plus corporate 
bonds the average for 1945 was 2.67. 

The figure by months in 1946 fluctuated at various 
levels between a low of 2.54 and a high which was 
reached in November of 2.71, so there had been an upturn 
in the recent months of 1946 on that type of investment. 

Chart No. 4 captioned, “Standard and Poors’ High¬ 
est Grade (A-l Plus) Corporate Bond Yields by Indus¬ 
try” has three series of figures covering industrial bonds, 
railroad bonds and public utility bonds for the period 
1930-46. 
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In the case of the industrial bonds the average for 
1945 was 2.52. In 1946 the figures fluctuated by months 
from a low of 2.43 which was reached in February, to- 
a high of 2.56 [4249] which was reached in September 
and was 2.55 in October and November. 

The average for 1945 on public utility bonds of ak 
A-l Plus rating was 2.60. In 1946 the figures fluctuate]! 
by months between a low of 2.45 which was reached iii 
April, to 2.61 per cent which was reached in October and 
that same level was maintained in November. 

In the case of railroad corporate bonds of A-l Plus 
Rating, the average was 2.81 in 1945 and in 1946 the 
rate varied between a low of 2.64, which was reached 
in April, and rose to 2.88 in November, which was thp 
high in the 1946 period. 

. 

The composite for these three groups of A-l Plus 
bonds showed an average of 2.67 for 1945 and in 194p 
varied from one month to another between a low of 2.54 
per cent, which was reached in March and 2.71 per cent 
which was reached in November, so that the rates on 
those securities also showed a stiffening effect in 1946. 

Chart No. 5, captioned “Standard and Poor’s Public 
Utility Bond Yields by Quality Rating,” shows the trend 
from 1936 to 1946, that being as long a period as data 
on these classifications were available. 

• I 
| 

On the various classes of public utility bonds from 
A-l Plus, which is the highest rating, through A-l, A, 
B-l Plus, B-l and B, B being described as a business 
man’s risk, the [4250] average in the A-l Plus Bonds for 
1945 was 2.60. 
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In 1946 the level reached a low point of 2.45 in April 
and then the rate began to stiffen and in November it 
was 2.61. 

In the case of A-l bonds the average for 1945 was 
2.67 and in 1946 the low point of 2.62 was reached in 
May. Thereafter there was a strengthening or stiffening 
of the rates on these bonds reaching 2.73 in November. 

Bonds carrying A in classification or rating average 
2.94 in 1945. The rate varied in 1946 from a low of 2.91 
which was reached in February and March, and that rate 
began to stiffen and was 2.96 in November. 

B-l Plus bonds showed an average of 3.08 in 1945. 
In 1946 they reached a low of 3.03 in February and then 
began to show some stiffening and were 3.07 per cent in 
November. 

B-l Bonds averaged 4.39 per cent in 1945 and in 
1946 varied from 4.36 per cent which was reached in 
January, up to. 4.71 per cent in November. 

The B bonds showed an average of 4.62 in 1945 and 
in 1946 fluctuated from 4.60 which was the low in Janu¬ 
ary, to a level of 4.86 which was September and October, 
and November was 4.83. 

So that generally all of these classifications of bonds 
showed a stiffening in the latter months of 1946. Each 
of the charts that I have described up to the present 
time, as [4251] noted in a footnote, is a supplement to a 
chart specified in the original exhibit 84. 

Chart No. 6 captioned “Monthly Stock Price Index 
of Natural Gas Company Common Stocks” shows a fig¬ 
ure of a price index on such common stocks from 1936 
through 1946. 
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That figure is in relatives based upon January 1945 
equaling 100, and it includes, at the end, ten companies 
In the earlier years there were fewer companies because 
at that time information was not available on more, but 
as the years went on and more information became avail¬ 
able additional companies were added to the index. 

Those companies which are finally included are Con¬ 
solidated Gas Utilities Corporation, Consolidated Na¬ 
tural Gas Company, El Paso Natural Gas Company, Lone 
Star Gas Company, Northern Natural Gas Company, 
Oklahoma Natural Gas Company, Pacific Lighting Cor¬ 
poration, Panhandle Eastern Pipe Line Company, South¬ 
ern Natural Gas Company and United Gas Corporation. 

Also the table supporting chart 6 shows the month 
and the year in which the information became available 
on the individual company, so that it could be include^ 
in the index. It can be seen from the chart that the linJe 
fluctuates considerably from 1936 to 1946. In 1936 thq 
annual average was 94.7 per cent of the January 1945 
level. The index went down reaching a low average qf 
57.6 in 1942, and thereafter increased steadily, [4252] 
reaching a figure of 115.9 for the average for 1945, and 
the average for the months as far as they go in 1946 was 
154.9 per cent, which is based upon eleven months’ data. 

That indicates pretty clearly that the level for the 
Natural Gas Company common stocks reached its high 
point about May or June of 1946 and that high level 
was 169.4 per cent. Thereafter, the index began to de¬ 
cline reaching a level of 145.9 per cent in November qf 
1946. 

Chart No. 7 captioned “Monthly Earnings—Price 
Ratios of Natural Gas Company common stocks” shows 
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the earnings price ratios for the same group of stocks 
and the annua] average for such earnings price ratios 
for 1936 was 7.73 per cent. Then it varied upwards reach¬ 
ing a high level in 1942 of 15.4 per cent. Subsequent 
thereto, it declined reaching a level of 7.88 per cent in 
1945. 

Taking the years 1936-45 together and calculating 
averages, the arithmetic average for the entire period 
was 10.71 per cent and the weighted average, that is, 
giving the last year the greatest weight, was 10.83 per 
cent. 

The level in November of 1946 was 8.14 per cent and 
that level was higher than every other month in 1946, 
except the month of September when it was 8.30. 

[4253] Chart No. 8, captioned “Investors’ appraisal of 
over-all capital risks in the natural gas industry”, has 
two sections, the left-hand portion showing figures for 
natural gas companies excluding pipe line and the right- 
hand portion showing figures for natural gas pipe line 
companies. 

These data go from 1936 through 1945. 

In this chart the 19 companies are included, divided 
as to natural gas companies excluding the pipe line com¬ 
panies and the pipe line companies themselves, and these 
figures are just brought down to date from those that 
were included in Exhibit 84 the last time I testified. The 
natural gas companies which were included on the left- 
hand section of Chart 8 are: 

Consolidated Gas Utilities Corporation; 

Consolidated Natural Gas Company; 

Houston Natural Gas Company; 
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Lone Star Gas Company; 
Montana-Dakota Utilities Company; 
Mountain Fuel Supply Company; 
National Fuel Gas Company; 
Northern Oklahoma Gas Company; 
Oklahoma Natural Gas Company; 
Pacific Lighting Corporation; 

Rio Grande Valley Gas Company; 
Southern Union Gas Company; and 
United Gas Corporation. 



[4254] The pipe line companies, which are included on 
the right-hand section of Chart 8, are: 

El Paso Natural Gas Company; 

Interstate Natural Gas Company; 

Memphis Natural Gas Company; 

Northern Natural Gas Company; 

Panhandle Eastern Pipe Line Company; 


Southern Natural Gas Company. 

As stated before, those were the only companies 
upon which we could get the information necessary to 
make the calculations for the years stated. 

It can be seen, in looking at the chart, that the in¬ 
vestors’ appraisal of over-all capital risks for the natural 
gas companies for 1945, full year, was 5.87 per cent and 
that the rate for the pipe line companies for 1945, f ull 
year, was 7.46 per cent, both figures being somewhat 
lower than the 1944 figure. 
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The detailed figures supporting that Chart are pre¬ 
sented in a table which is captioned “Table supporting 
chart Nos. 8 and 9”. 

Chart No. 9, captioned “Earnings Price Ratios of 
Common Stocks in the Natural Gas Industry”, again 
shows natural gas companies excluding pipe line and the 
natural gas pipe line companies separately. 

The earnings price ratio for the natural gas com¬ 
panies for the full year 1945 was 7.17 and for the pipe 
line companies [4255] was 10.29. 

The 1946 figures are not presented because complete 
data were not available to make calculations on either 
this chart or chart No. 8, principally because of lack of 
full year earnings figures. 

Chart No. 10, which is captioned “Indicated rates of 
return for Pittsburgh & West Virginia Gas Company and 
Kentucky West Virginia Gas Company, as indicated by 
investors’ appraisal of other natural gas companies”, 
shows information which is supplemental to chart No. 
(36) in Exhibit 84. 

This shows that the indicated rate based upon 
1940-45 average for the Pittsburgh & West Virginia Gas 
Company was 9.04 per cent. Based upon the 1945 figures 
only it was 7.27 per cent. 

For the Kentucky West Virginia Gas Company 
based upon the 1940-1945 average the figure was 8.37 per 
cent, and based on 1945 figures only it was 6.84 per cent. 

It can be seen from the data shown in this chart that 
the figures on the various individual companies fluctuate 
from one company to another, both as to the 1940-45 
average and as to the 1945 figures used alone. 
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Chart No. 11, captioned “Indicated earnings price 
ratios for Pittsburgh & West Virginia Gas Company and 
Kentucky West Virginia Gas Company, as indicated by 
earnings price ratios of other natural gas companies”, 
shows that the indicated [4256] earnings price ratio of 
the subject companies for the Pittsburgh & West Vir¬ 
ginia Gas Company using the 1940-45 average was 12.04 
per cent, and based upon the 1945 figures only it was 
8.40 per cent. 

For the Kentucky West Virginia Gas Company the 
earnings price ratio based upon the 1940-45 average was 
12.37 per cent, and based upon the 1945 figures only it 
was 8.58 per cent. 

Then coming to Chart 12, captioned “Indicated rates 
of return for Pittsburgh & West Virginia Gas Company 
and Kentucky West Virginia Gas Company, assuming 
a capital structure of 40 per cent debt and 60 per cent 
common stock” and using the figures for common stock 
which were shown in the preceding chart, it is indicated 
for the Pittsburgh & West Virginia Gels Company based 
on the 1940-45 earnings price ratio with debt of 40 per 
cent at a rate of 3.50 the return requirement would lj>e 
1.40, and the common stock at 60 per cent of total capi¬ 
talization at the indicated cost of capital taken from tie 
preceding chart of 12.04, would produce a return require¬ 
ment for that portion of capital of 7.22. 

Adding the two per cents together for the 40 pir 
cent debt and the 60 per cent co mm on stock gives an > 
over-all return requirement for the Pittsburgh & 
Virginia Gas Company of 8.62 per cent. 

Following the same procedure but using the differ¬ 
ent rates for the Kentucky West Virginia Gas 
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the over-all return [4257] requirement for Kentucky 
West Virginia Gas Company based upon a 40 per cent 
debt and 60 per cent common stock balance and 3% per 
cent for debt capital and 12.37 per cent for equity capi¬ 
tal, the over-all requirement would be 8.82 per cent. 

Based upon the 1945 earnings price ratios only, the 
rate for Pittsburgh & West Virginia Gas Company on 
common stock would have been 8.40, or the return re¬ 
quirement on that portion being 5.04. 

Adding that to the 1.40 return requirement on debt 
would give an over-all return on the 1945 basis of 6.44 
per cent for Pittsburgh & West Virginia Gas Company. 

For Kentucky West Virginia Gas Company the fig¬ 
ure would be 6.55 based upon 1945 figures only, using 
3% per cent for the 40 per cent debt and using 8.58 per 
cent on equity capital for the 60 per cent portion. 

Chart No. 13, captioned “Fair rates of return for 
Pittsburgh & West Virginia Gas Company and Kentucky 
West Virginia Gas Company, I show there the indicated 
rate of return based on investors’ appraisal would be, 
using the 1940-45 average, 9.04 per cent. 

Based on 1945 only it would be only 7.27 per cent. 

Taking the indicated rates of return based on an 
assumed capital structure of 40 per cent debt and 60 per 
cent common stock, which would be the figures taken 
from Chart 12 of 8.62 per cent or 6.44 per cent, and ex¬ 
ercising my judgment based [4258] upon the entire 
study and these figures, I came to a figure for a fair rate 
of return for the Pittsburgh & West Virginia Gas Com¬ 
pany of 8 per cent. 
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Now, following the same procedure but using the 
figures that were applicable to the Kentucky West Vir¬ 
ginia Gas Company, the indicated rate of return based 
on the investors’ appraisal, using 1940-45 average, was 
8.37 per cent. Based upon the 1945 figure only, it was 
6.84 per cent. 

Using the indicated rate of return based upon an 
assumed capital structure of 40 per cent debt and 60 per 
cent common stock and using the 1940-45 average it 
would have been 8.82 per cent and on the 1945 figures 
only would have been 6.55 per cent, and exercising my 
judgment again with all the data that are presented in 
this study and these immediate figures, I came to a fair 
rate of return for Kentucky West Virginia Gas Company 
of 7.50 per cent. 

That, I think, brings the figures down to date. It 
shows the result on the latest full data available. 


[4263] Cross Examination. 

By Mr. Goldberg: 

****** 

Q. Look at Chart No. 5, Exhibit 84-A— A. No. 5? 

Q. Yes. Take the A1 plus public utility bonds a: 
translate your forecast into the specific figures that 
have for the full year 1945, for example. Tell me wha' 
1947 is [4264] going to be like, on that A1 plus boni 


w< 


The Witness: May I have that question real 
please? 


nd 

e 

t 

d. 

d, 


(Pending question read.) 
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The Witness: Well, that question isn’t quite clear 
to me. You mentioned 1945. I don’t quite get that. 

By Mr. Goldberg: 

Q. Well, for example, in 1945 we have for A1 plus 
bonds an average of 2.60, as shown by your table sup¬ 
porting Chart No. 5. What is it going to be for 1947? 
A. Well, I don’t know specifically what it is going to be. 
I would say generally that the rates are likely to tend 
to stiffen. 

Q. Are they going to be higher or lower than that 
average? Are they going to be 2.65, or is it going to be 
lower than 2.65, or what? A. Well, they will probably 
fluctuate monthly, as they have done in each of the other 
years. 

Q. That is why I spoke about the average for the 
year. A. The average I would say would likely be some¬ 
where higher. 

Q. How much higher? A. I don’t know. 

Q. Do you agree with the statement that the yields 
on long-term Treasury and high-grade corporate bonds 
in 1947 should not change much from ranges established 
in the last [4265] four months of 1946? A. Well, I 
wouldn’t quarrel too much with that, I think. 

Q. We can say, then, that you are in agreement 
with that statement? A. Yes, with this one modifica¬ 
tion, that I am inclined to believe if there is any varia¬ 
tion it will tend to stiffen. 

Q. When you say that a fair portion of pent-up 
purchasing power had been somewhat dissipated, are we 
to understand that it has been dissipated by availability 
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of goods or had been dissipated by the consumption df 
savings while labor was not earning a weekly wage due 
to strikes? A. Well, I think there is some of both, but 
I would say the larger portion would be attributable to 
the lack of income during a period of unemploymeni. 


Q. Have you seen any statistics on how much pur¬ 
chasing power has been dissipated due to strikes, that 
is, consumption of savings? A. No, I have not. 

Q. What did you mean when you said that the 
forecast for 1947 depends on labor being willing to work 
and produce more efficiently? It is the latter part I am 
interested in—“produce more efficiently”. A. I mean 
exactly this: I am convinced from the studies that I 
have been making that labor is not producing as effi¬ 


ciently as they did some years ago. 

[4266] Q. Well— A. They are getting increased 
wages and they are getting shorter hours, but for each 


they are doing less work per hour or per any other 
measuring stick that you would care to use. 


Q. You mean the technological developments 
haven’t kept pace with wages, is that it? A. No, that 
isn’t it. I am merely talking about the man at the ma¬ 
chine. He just doesn’t turn out as much work, and it 
isn’t because the machine isn’t as good. 

Q. You mean he is not working as efficiently in the 
hours that he is working, is that it? A. Generally 
speaking, that is correct. He is not producing the same 
units of goods. 


Q. Well, does it mean that while he used to work 
58 minutes out of 60, now he loafs 55? Is that it? A. I 
don’t say that he is loafing 55, or anything else. I am 
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merely making the point that I don’t think he is utilizing 
his best efforts and abilities, to the same extent he had 
in the past. 

Q. Well, what signs have indicated that to you? 
A. Well, I can’t point to any great amount of statistics, 
although I think some are available as to actual produc¬ 
tion, but it is the general impression I think in the trade 
and throughout industry. 

[4267] Q. In the gas industry as well? A. Well, I 
wasn’t particularizing so much there. I was talking 
about industry generally. 

Q. Is it true that the gas industry workers, that 
is, the workers in the gas industry are not producing as 
efficiently as you think they should? A. I don’t know. 
I am talking about general industry. 

Q. Does the amount of earnings available for com¬ 
mon stock which is paid out as dividends influence an 
investor’s appraisal of that stock? A. It may or may 
not. It depends on the circumstance. 

Q. When do you think it would and when do you 
think it wouldn’t? A. Well, it depends on various fac¬ 
tors. In some cases, for example, certain stockholders 
for sometime have not been particularly interested in 
income. If a corporation had good earnings but the divi¬ 
dend policy was not too liberal, it wasn’t a disturbing 
factor. In other cases, people might be more interested 
in income if they thought that income was going to be 
short-lived, such as with a “war baby” for example, 
where they would earn it and then the business was 
going to be over, practically, they would like a fair share 
in dividends. 
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Q. How about among gas companies, the gas com¬ 
panies with which you have been dealing, for example, 
would you say that the amount of earnings available for 
common which is paid [4268] out as dividends influences 
the investor’s appraisal of the stock? A. I think it 
might have some effect, but the more important thihg 
is that the earnings are there. 

Q. And how long they are going to be there at 
that level? A. The better the record, presumably the 
better the stock. 

Q. Well, not only how much of it is paid out jn 
dividends but how much of it is going to be available 
during the period of investment? A. That is right. 

Q. Do you have the average percentage of earn¬ 
ings available for common stock paid out as dividends 
during the period 1940 to 1945, inclusive, for the 19 
companies you deal with in your exhibit? A. I don’t 
have that with me, but I think I could get it. 

Q. Do you have it in this hearing room? A. No. 

Q. That information would be available to yop 
from the Standard & Poor’s Stock Guide Report^, 
wouldn’t it? A. Yes, or the annual reports, but it would 
be shown in the cards. 

I 

Q. If I show you the Standard & Poor’s Stodk 
Guide Report for Consolidated Gas Utilities dated Fri¬ 
day, December 20, 1946, could you give me the informa¬ 
tion for that company that I just referred to ? 
[4269] A. Is that for the year 1945, that you want? 

Q. I wanted it for the period you used, 1940 t|o 
1945, inclusive, the average percentage. A. Well, the 


740 


Paid B. Coffman — Cross. 


company didn’t pay any dividends on common from 1940 
through 1943. It paid a dividend of 10 cents in 1944 and 
3 2y 2 cents in 1945, so that the dividend per share all 
told that it paid was 42*4 cents, divided by 6, which 
would give you an average of about 6 cents a share. 

Q. Or about 10 per cent of earnings? A. Well, I 
didn’t give that figure. 

The earnings were 30 cents a share in 1940, 45 cents 
in 1941, 71 cents in 1942, 99 cents in 1943, 88 cents in 
1944, and 95 cents in 1945. 

Q. That is a total of $4.28. I can give you that. 

So it would be, when related to the 43 cents, about 
10 per cent of earnings? A. Yes, sir. 

Q. In that five-year period? A. Approximately, 
correct. 

Q. In connection with this case, have you studied 
the percentage of earnings available for common stock 
paid out as dividends? A. No, sir. 

Q. Have you made any studies to show the rela¬ 
tionship of dividend earnings ratio and earning price 
ratios? [4270] A. No, sir. 

Q. I take it you are familiar with these investors’ 
guide stock reports that Standard & Poor’s get out? 
A. Yes, sir. 

Q. May I show you the report for June 2, 1943 on 
Consolidated Gas Utilities Company, and ask you to read 
in the record the paragraph which appears under the 
caption “Characteristics of Stock”? A. That section 
states: 
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“Because of steady improvement in the com ¬ 
pany’s financial and competitive status since reor¬ 
ganization in 1935, the stock is gradually emerging 
from its former position as a radical speculation. 
Sizable blocks of the shares owned by interest close 
to the management make for a limited floating 
supply.” 

Q. And if we refer to that report again, we find 
shown there the percentage earned on net property for 
certain years, is that right? A. Yes, sir. 

Q. Will you read the percentage earned on net 
property as shown by that report for the period 1936 to 
1943? A. The per cent earned on net property as re¬ 
ported in this document: 

1936, 4.4 per cent; 

1937, 3.5 per cent; 

[4271] 1938, 2.0 per cent; 

1939, 5.4 per cent; 

1940, 6.7 per cent; 

1941, 7.5 per cent; 

1942, 8.4 per cent; and 

1943, 9.6 per cent. 

That last figure is as of January 31st. All the other 
figures are year-end at October 31st. 

Q. Thank you. And showing you for that same 
company Standard & Poor’s report for Friday, Decem¬ 
ber 20, 1946, will you please read into the record the 
paragraph entitled “Characteristics of Stock”? A. That 
paragraph states: 
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“Because of steady improvement in the com¬ 
pany’s financial and competitive status since reor¬ 
ganization in 1935, the stock is gradually emerging 
from its former position as a radical speculation. 
Sizable blocks of the shares are closely held.” 

Q. And the report also states, does it not, with 
respect to the outlook for the company, that “The rela¬ 
tively high rate of 9.6 per cent earned on net property 
indicates some vulnerability to rate cuts”? A. It so 
states. 

Q. And the per cent earned on net property is also 
shown on that report, is that right? [4272] A. Yes, 
sir. 

Q. Will you read the percentages for 1940 to 1946, 
please? A. 1940, 6.7 per cent; 

1941, 7.5 per cent; 

1942,8.4 per cent; 

1943,10.7 per cent, and that figure is based upon the 
July 31 figure; 

1944,10.1 per cent; and 

1945,9.6 per cent. 

The rest of those figures are October 31 figures. 

Q. These matters that we have been reading into 
the record represent the type of information that an 
investor appraises in making his investment, is that 
right? A. Yes, that information along with any other 
information he likes that is available. 

Q. Now, would you refer to the common stock of 
Kentucky-West Virginia Gas Company and Pittsburgh 





Paul B. Coffman — Cross. 


743 


& West Virginia Gas Company as “A radical specula¬ 
tion”? A. I don’t know as I said that. 

Q. You don’t know that you said that? A. No. 

Q. Now, when the investor is confronted with in¬ 
formation warning him that the earnings are subject to 
possible rate cuts, that they are vulnerable and they may 
be of limited duration, [4273] that affects what he is 
willing to pay for the stock, doesn’t it? A. It can have 
an effect upon it. 

Q. Yes. The tendency is to increase the earnings 
price ratio, isn’t it? A. Well, that again will depend 
on the relationship of price to the earnings. 

Q. But the tendency is a higher earnings price 
ratio for companies where the investor is on notice that 
the earnings are excessive and may be of limited dura¬ 
tion, isn’t that so? A. Well, it can be, but it doesn’t 
necessarily have to be. 

That particular card, if I remember correctly, gives 
an “Above average” rating to that stock right now, 
which is putting the investor on notice it is a good buy, 
notwithstanding the statement you had me quote 
from it. 

Q. It is a good buy, but in making that good buy 
he is on notice that he may be receiving the present level 
of earnings for only a limited period of time, right? 
A. Well, not necessarily because it may be that in the 
analysis, even if a rate cut took effect, there were other 
factors which would compensate, so that the over-all 
earnings available might be the same. 
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Q. What other factors are shown the investor by 
this report, by Standard & Poor’s, which could offset 
that? [4274] A. I don’t know. The analysts have 
many facts, all of which are not in there. 

Q. As far as this report is concerned that we have 
been discussing, there isn’t anything that would indicate 
to him that offsetting factors would overcome the rate 
cut? A. No, except that you must remember there is 
still a recommendation, if I recall correctly. I didn’t 
look at it too carefully, but I think it is a recommenda¬ 
tion to purchase. Isn’t it? 

The only point I want to make on that, Mr. Gold¬ 
berg, is this: I just quoted a certain thing. I didn’t 
read the rest of the card, but I did happen to see, at the 
top, I believe an above average rating, if I am not mis¬ 
taken. 

Q. I hand it to you. You are at liberty to put 
anything else in the record you may wish, here. (Hand¬ 
ing document to witness.) A. Well, it is true that the 
analyst who wrote this had other information. I believe 
it is true, as I stated in here, notwithstanding the matter 
of vulnerability to rate cuts, that other information is 
sufficiently presented here to indicate to the investor 
that it is still a good buy. Therefore, it had a market 
rating of above average. 

Also, it says in the recommendation that the com¬ 
mon stock provides a liberal yield at current prices, and 
the relatively low-priced issue is attractive for income 
purposes. 

[4275] Q. Even after the rate cut? A. Well, it states, 
in the near term prospect earnings and dividends fore- 


Paul B. Coffman — Cross. 


745 


cast, that “The earnings for the fiscal year ending Octo¬ 
ber 31,1946 are believed to have run close to $1 a com¬ 
mon share. A moderate increase from this annual ifate 
is expected over the medium term. The 50-cent annual 
dividend rate may be raised or supplemented by extras.” 

Q. The vulnerability to the rate cut means that the 
earnings price ratio is not necessarily synonymous with 
the true equity capitalization rate, isn’t that so? 

The Witness: May I have that read, please? 

I 

(Pending question read.) 

i 

The Witness: I don’t follow that. 

By Mr. Goldberg: 

Q. Well, are the terms “Earnings price ratio” and 
“True equity capitalization rate” synonymous ? A. W]ell, 
I don’t know about the true equity capitalization rate. 
We speak of earnings price ratios as the relationship 
between average prices and earnings, and if that is wiiat 
you mean by that that is synonymous. 

Q. That is merely used as evidence to arrive at the 
true equity capitalization rate, isn’t it? A. Yes, it i^ a 
guide. 

I 

Q. But it isn’t necessarily the same as the true 
equity capitalization rate, isn’t it? [4276] A. Well, 
at a given moment of time, for a given period it is. No 
one period may be the sole guide, but if you have a idull 
year’s earnings and you have got an average of the high 
and low price for a full year, as of that given year what 
that mathematical result is, that was it. 

Q. Are you saying that the average of the earn¬ 
ings price ratios, which fluctuate, for a given year is the 
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equivalent of the true equity capitalization rate for that 
company? A. No, I am not saying that at all. 

What I am saying is that to get at the earnings 
price ratio, you have two components: The earnings on 
the one hand and the prices on the other, and if in a 
given year the average of the high and low prices against 
the earnings for the full year work out to “A” per cent, 
I say that for that year that is the best approximation 
you can get of the true capitalization rate. 

Now, as I have stated before this Commission many 
times, I don’t believe in using any one day or any one 
month or any one year. I think it has to be taken over a 
period, because there may be an odd situation arise at 
anytime. 

Q. At the time of that report that we are dealing 
with now, December, 1946, you wouldn’t expect the earn¬ 
ings price ratio to represent the true equity capitaliza¬ 
tion rate, in view of the warnings as to the vulnerability 
of rate cuts, isn’t that so? A. No, I wouldn’t say that, 
because there are other [4277] factors in here with re¬ 
gard to earnings and dividends and the progress the com¬ 
pany is making, which would tend to offset. You are 
t alkin g about one factor. You have to consider them 
all 

Q. What was the earnings price ratio for Decem¬ 
ber for that company? A. I can’t tell. 

Q. You don’t have it for December? A. No. 

Q. Do you have it for November? A. I don’t have 
the earnings price ratio on each company by months, be¬ 
cause I am using composites here. 
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Q. It is the fact that the earnings price ratios are 
what you consider the best evidence of the true equity 
capitalization rate, but in their use you must apply 
judgment, isn’t that so? A. Well, I think judgment is 
exercised, surely, because you exercise it in all the forces 
that are at work in regard to the business and the vari¬ 
ous figures that are available. 

Q. For example, this information about the char¬ 
acteristics of the Consolidated Gas Utilities stock and 
the prospects of a rate reduction are the sort of infor¬ 
mation that a regulatory Commission should consider in 
appraising the earnings price ratio information for the 
company in connection with its use either for that com¬ 
pany or for other companies in arriving at [4278] the 
fair rate of return, isn’t that so? A. That is right, and 
behind that the investor in setting a price on that stock 
has already taken that into consideration so that part of 
your earnings price ratio already gives effect to it, so 
that the Commission doesn’t have to give more effect 
to it. 

Q. So when he gives effect to the possibility of a 
rate cut, part of that earnings price ratio does not rep¬ 
resent the true equity capitalization rate? A. I wouldn’t 
say that because I think I have stated repeatedly before 
the Commisison that you not only take your past his¬ 
tory but you also have to consider future outlook at all 
times, and a number of things may or may not wash each 
other out, and so on, so I don’t think you can make your 
statement, to be accurate about it. 

Q. Suppose the average price for the year was $10 
and the earnings are 95 cents, then we would have an 
earnings price ratio of 9.5 per cent, right? A. Yes. 
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Q. But if the company is subjected to a rate re¬ 
duction, as indicated by a stock report, and the reduc¬ 
tion drives down the earnings to 70 cents, then we would 
know that the true equity capitalization rate was not 
represented by the 9.5 per cent; isn’t that so? A. Well, 
if you add on to that that the price of the [4279] stock 
in the market didn’t change one iota, all right; but I 
think you would find the price of the stock would have 
had some change, too, as the earnings changed. 

Q. The price would change as the rate reduction 
was made effective; right? A. Not necessarily. 

Q. You think that the price reflects the prospect 
of the rate reduction even before it takes effect? A. It 
might, but there— 

Q. How about on this Consolidated Gas Utilities 
Company, does it? A. I don’t know, because as I say, 
they are recommending purchase, so at least the analyst 
that wrote that card thought it was a good buy, not¬ 
withstanding the fact, and that is only one factor out of 
many to be considered. 

So, we can’t just talk about possible rate reduction, 
when you have got a thousand other things to consider. 

Q. You keep saying it is only one factor. That 
may be so, but you set it up with one factor to be con¬ 
sidered, didn’t you? A. What is that? 

Q. The earnings price ratio. A. No, I wasn’t talk¬ 
ing about that. I was talking about your statement 
about the vulnerability to a rate cut, and I am saying 
that is just one factor out of many that affect the 
[4280] earnings price ratio that has to be considered. 
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[4281] Q. May I direct your attention to Standard pmd 
Poor’s Investor Guide report for May 4, 1942, with re¬ 
spect to Montana Dakota Utility, and ask you to rbad 
into the record the last two sentences of the last para¬ 
graph on the first page. A. That statement is as fol¬ 
lows : “Inflationary items in the plant account are Sub¬ 
stantial in relation to common stock book value. r phe 
company is subject to regulation by state commissions 
and the aggressive Federal Power Commission.” 

Q. And referring to the report of October 28,1946 
for Mountain Fuel Supply Company, it is there staged, 
is it not, that, “Company is subject to FPC regulation. 
The FPC and Utah P. S. are examining company’s 
original cost study to determine original rate bkse. 
Company’s original costs are above book value. Return 
of 8.6 per cent on net profit in 1945 indicates some Vul¬ 
nerability to rate reduction.” [4282] It so states, does 
it not? A. Yes, sir. 

Q. And referring to the report for May 23, 1941 
for El Paso Natural Gas Company prepared by Standard 
and Poor, will you please read into the record the para¬ 
graph under the heading “Characteristics of Stock,” and 
then the first paragraph under the heading, “Longer 
Term Outlook.” A. Under the caption “Characteristics 
of Stock,” the following statement is made: “With 342 
per cent of revenues carried through to the common, tfhe 
stock is of fair quality. It sells on a high-yield basis, 
however, because of the possibility that the company’s 
rates as a whole may eventually come under the juris¬ 
diction of the Federal Power Commission.” 

The statement under the caption “Longer Term 
Outlook,” is as follows: “With the major part of the 
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company’s growth probably completed, operating trends 
will primarily reflect fluctuations in the copper industry.” 

Q. And on June 8, 1943, with respect to El Paso 
Natural Gas virtually the same statement was made as 
to the characteristics of the stock by Standard and Poor, 
isn’t that so? There is the same reference to the com¬ 
pany being subject to more fluctuations in business as a 
result of the copper load. A. Yes, there are some 
differences. 

Q. Well, perhaps we had better have the whole 
thing; [4283] let’s just have the whole paragraph read 
in then. A. Under the caption, “Characteristics of 
Stock,” it states: “With about fifty per cent of revenues 
derived from direct sales to copper companies, the com¬ 
pany’s earnings are subject to much greater cyclical in¬ 
fluences than those of the average public utility. Hence, 
the stock is essentially speculative. Serial debt maturi¬ 
ties dictate a conservative dividend policy.” 

Q. And on December 9, 1946, Standard and Poor’s 
stated that, “With about forty-two percent of revenues 
derived from direct sales to copper companies, earnings 
are subject to much greater cyclical influences than 
those of the average public utility. Hence, the stock is 
somewhat speculative.” A. Yes, sir. 

Q. Referring you to the report for July 17, 1942 
of Standard and Poor’s on the Interstate Natural Gas 
Company, it is stated, is it not, that, “Since 1936 the 
company has been free of funded debt. Appraisal of this 
situation is rendered difficult by the failure of the com¬ 
pany to report financial statements prior to 1933 in the 
absence of complete details on actual operations.” I 
have correctly read that, have I not? A. Yes. 
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Q. And they were there talking about appraising 
the fundamental situation of the company, is that right? 
[4284] A. Well, the caption of the whole section is 
“Fundamental Position.” 

Q. And under “Latest Developments and Pros¬ 
pects” caption, the investor is put on notice that there 
could be possible rate reductions as a result of investiga¬ 
tion by the Federal Power Commission under the Natural 
Gas Act since the indicated return on heavily depreciated 
properties is high, is that right? A. Well, that generally 
is correct. I might just read the language. 

Q. All right, you can read it. A. To have it spe¬ 
cific. “Because of the accelerated phase of industrial 
activity revenues are expected to continue upward over 
the coming months. However, cost and tax increases 
will probably be reflected in drop in the net income. In¬ 
vestigation under the Natural Gas Act by the FPC could 
possibly lead to reduction in certain rate schedules, since 
the indicated return on heavily depreciated properties 
is high at around twenty per cent.” 

Q. And that possibility of a rate reduction became 
a reality, and is so reported in the report of July 19, 
1943, isn’t that so? A. Yes, and in this particular sec¬ 
tion it states that the Federal Power Co mmi ssion 
ordered a rate cut of $1,100,345 as of June 15,1943. T$e 
company is contesting [4285] the order and the court of 
appeals will review the case. 

The rate cut, if approved, would be offset to sonie 
extent by resultant savings in Federal taxes. Neverthe¬ 
less, moderately lower profits are indicated. 
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Q. AnH you know that the rate that was so stated 
was sustained by the court of appeals, don’t you? A. I 
think that is correct. 

Q. Did you know that last Monday the Supreme 
Court denied the petition for certiorari? A. I didn’t 
know that. 

Q. In the May 1, 1940 Standard and Poor’s report 
on Southern Natural Gas Company reference is made to 
the possibility of a rate reduction by reason of the activi¬ 
ties of the Federal Power Commission in connection with 
gas rates, isn’t that so? A. Well, yes. 

Q. For example, we might read the statement 
under the caption “Opinion,” if you will. A. “Pressure 
on rates may increase because the Federal Power Com¬ 
mission is becoming more active in regulation of natural 
gas companies; this uncertainty restricts the appeal of 
the common stock at current advance prices, despite 
current good earnings and a favorable operating out¬ 
look.” 

And then, the other paragraph marked here on the 
[4286] latest developments and prospects states, “Since 
industrial activity is expected to hold over earlier levels 
in the near time term, and the above average develop¬ 
ment in this industry is indicated over the longer term, 
operations are expected to hold up well. However, the 
Federal Power Commission is taking a more active part 
in the regulation of the natural gas industry, and the 
company may be under some rate pressure in the future. 
In 1939, earnings amounted to 9.1 per cent of net prop¬ 
erty, as compared with six and a half per cent return 
indicated as fair by the Commission.” 
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Q. And the possibility of rate reductions is again 
stressed in the report of July 6, 1942, isn’t that so? 
A. Yes, that is correct. 

Q. And, finally, the report of December 6, 1946 on 
Southern Natural Gas Company states that the FPC 
“earlier 1946 found company’s prudent investment rate 
base at $36,671,627 at December 31, 1944. A rate of re¬ 
turn of six per cent was used in calculating new rate 
schedule effective May 1,1946.” Is that so? A. Yes, siri 

Q. I have here a statement entitled “Estimated 
Liquid Asset Holdings of Business and Individuals, 1939 
to 1946 in Billions of Dollars,” based upon the Federal 
Reserve Bulletin of November, 1946. 


That shows, does it not, that the estimated liquid 
[4287] asset holdings at the end of 1945 was 221.2 dol¬ 
lars, and for—at June, 1946, or in other words, the first 
six months of the year, 222.5 dollars, isn’t that so? aJ. 
Yes, according to this Federal Reserve Bulletin, datei 
November, 1946, the estimated liquid asset holdings o: 
business and individuals are shown to be $221,200,000,001 
December, 1945; and $222,500,000,000 June, 1946. 


[4484] 

* 


DONALD B. BEECHER 
* * * 


Direct Examination (continued). 

By Mr. Robinson: 

******* 

[4487] Q. Will you explain the item of intangible well¬ 
drilling costs shown [4488] under gas wells on line 1 of 
this exhibit and state how you arrived at the figured 
shown opposite this item? A. In order to maintain the 
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deliverability of the compands system, and to maintain 
as closely as possible developed gas reserves at a station¬ 
ary level I concluded from studies made at various times 
that the company should drill at least 90 productive wells 
including all wells deepened in each year of the forecast 
period. 

During the past five years, 1944 to 1948, inclusive, 
the company drilled on an average 88 productive wells 
per year including the shallow wells drilled to deeper 
horizons. 

The amount of developed gas reserves during this 
period has held approximately a constant level as a re¬ 
sult of the construction program during that period and 
the upward revisions which have been made to the ulti¬ 
mate gas reserves of old wells. Over the same period, 
the deliverability of the company’s wells has increased 
at a very modest rate, an average of 500, Mcf to 1,000 
Mcf per day each year, although in some years the new 
deliverability developed did not offset normal decline. 


[4501] H. W. RUEMMELE was recalled as a witness, 
and, having been previously duly sworn, was ex¬ 
amined and testified as follows: 

Direct Examination 
By Mr. Robinson: 


[4502] Mr. Robinson: I would like to have an exhibit 
headed “Kentucky West Virginia Gas Company, Operat¬ 
ing Income and Expense Statement for the year 1948”, 
marked Exhi bit 48-D. 




B. W. Ruemmele — Direct. 755 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked 4 s 
Exhibit No. 48-D for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please describe and ex¬ 
plain the Exhibit No. 48-D? A. Exhibit 48-D, captioned 
“Kentucky West Virginia Gas Company, Operating In¬ 
come and Expense Statement for the year 1948”, is the 
income per books for the year 1948. This statement cop- 
tains the same type of information as in the previous 
exhibit, No. 48-C, and relates to the year 1948 actual 011 - 
erations. 

The statement shows net utility income for the yepr 
1948 in the amount of $926,752.43. The information con¬ 
tained on this statement, as well as other exhibits con¬ 
taining information for the year 1948, represents my 
best judgment [4503] of the results for the year. How¬ 
ever, the information is subject to the regular year-end 
audit of outside auditors of the company. 

. 

Gas service revenue shown on page 1 includes sales 
to affiliated companies diming November and December, 
1948, at the rates prescribed by supplemental order of 
the Federal Power Commission dated November 24,194 

The amount of revenue collected during these twp 
months, which the order required to be retained in a seg¬ 
regated reserve for possible refunds, amounted tb 
$36,381.59, and is included in operating revenues. 

In order to retain this amount in a segregated re¬ 
serve, the amount was charged to Account 540, miscel¬ 
laneous reservations of net income, and credited to the 
balance sheet account, “Other Reserves”. 

******** 
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[4508] Mr. Robinson: I would like to have the exhibit 
headed “Kentucky West Virginia Gas Company, Balance 
Sheet as of December 31, 1948” marked as Exhibit No. 
51-C. 

[4509] Presiding Examiner: It will be so marked. 

(The document above referred to was marked Ex¬ 
hibit No. 51-C for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please identify and ex¬ 
plain the exhibit marked 51-C? A. Exhibit No. 51-C, 
captioned “Kentucky West Virginia Gas Company, Bal¬ 
ance Sheet as of December 31, 1948”, consisting of two 
pages, is a statement of the assets and other debits and 
of liabilities and other credits of the company as of De¬ 
cember 31, 1948. 

In connection with the information shown on page 
2 , I would like to point out a substantial change occur¬ 
ring during the year in the preferred capital stock ac¬ 
count and the notes payable account. 

On May 10,1948, Kentucky West Virginia Gas Com¬ 
pany purchased and retired all of its outstanding five 
percent cumulative first preferred stock at the par value 
thereof, amounting to $2,937,500, all of which stock was 
owned by Louisville Gas and Electric Company. 

Concurrent with this purchase and retirement, the 
company obtained funds through bank loans which were 
evidenced by two promissory notes. An amount of 
$1,800,000 was borrowed from the Farmers Deposit Na¬ 
tional Bank of Pittsburgh, and a note dated May 10,1948 
was issued to the bank in the [4510] amount of 
$1,800,000. The note matures on May 10,1949, and bears 
interest at the rate of 1% percent per annum 
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An'amount of $1,200,000 was also borrowed fronj 
the Mellon National Bank and Trust Company, and a. 
note dated May 10, 1948 was issued to the bank in the: 
amount of $1,200,000. This note also matures on May 
10, 1949, and bears interest at the rate of 1 % percent 
per annum. 

These transactions were made pursuant to an order 
of the Securities and Exchange Commission, File 70- 
1766. 

The account “Other Reserves” shown on page 2, in 
the amount of $182,900.20, includes an amount of 
$36,381.59 of revenues collected during the months of 
November and December 1948, which, pursuant to Fed¬ 
eral Power Commission order dated November 24,1948| 
was required to be retained in a segregated reserve 
against possible refunds. 

******** 

[4513] Mr. Robinson: I would like to have an exhibitj 
headed “Kentucky West Virginia Gas Company, Orig¬ 
inal Cost of Utility Plant and Other Physical Property 
as of December 31, 1947, with Adjustments, plus Addi¬ 
tions, less Retirements to December 31, 1948”, marked 
as Exhibit 147-C. 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked Ex¬ 
hibit No. 147-C for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please identify and ex-i 
plain Exhibit 147-C? A. Exhibit No. 147-C, captioned 
“Kentucky West Virginia Gas Company, Original Cost 
of Utility Plant and Other Physical Property as of De- 
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cember 31,1947, with Adjustments, plus Additions, less 
Retirements to December 31, 1948”, consisting [4514] 
of two pages, is a statement by accounts and per books 
of the property of the company at December 31,1948. 

The statement shows that the gas plant additions 
for the year 1948, less construction work in progress, 
amounts to $1,864,809.67, while retirements during the 
year amount to $238,434.87. 

The original cost of gas plant in service and held for 
future use at December 31, 1948 is $27,463,863.73, less 
construction work in progress of $327,246.55, or a total 
of $27,136,617.18. 

Mr. Robinson: I would like to have an exhibit 
headed, “Docket No. G-627, et al”, under date of 11-24-48, 
identified as Exhibit No. 235. 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked Ex¬ 
hibit No. 235 for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please describe and ex¬ 
plain Exhibit No. 235, and the basis upon which it was 
developed? A. Exhibit No. 235 is a photostat copy of 
page No. 3 of the Commission’s order No. 168-A dated 
November 24,1948. 

The pencil figures shown on the exhibit represent 
the actual experienced results for the year 1948 substi¬ 
tuted for the original figures shown on the exhibit, which 
were the estimates prepared by the company on a nine 
months actual, [4515] three months estimated basis. 
The result shows a rate reduction figure of $361,189 in¬ 
stead of the $376,515 which was on the estimated basis. 
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Q. In other words, what you have done is take the 
calculations which are a part of the order of the Cdm- 
mission of November 24,1948 as reflected on page 3, and 
which were premised upon certain results of nine months 
of operation and three months estimated, and have in 
each case, in pencil figures, stated the corresponding 
figure based on the actual operations of 1948? A. Tljiat 
is right. 

I 

Presiding Examiner: The partially actual and par¬ 
tially estimated figures were the figures in the record of 
this proceeding up to that time, were they not? 

i 

Mr. Robinson: I can answer that question a little 
better than the witness can, because the matter cailne 
about in this fashion, as is indicated in the opinion, th|at 
the conclusions which were reached in the opinion rested 
upon certain material informally furnished by counsel 
for the company to counsel for the Commission, and one 
of the matters that was involved in this present proceed¬ 
ing was the matter of the establishment in a formal way 
of that material. 

You understand, at that time that was all that we 
had then available, since which time the actualities pf 
the operation are now determined so far as we can, sub¬ 
ject to final [4516] audit, and therefore as the matter 
rests it was related to the petition of the company fpr 
a rehearing, and was one of the considerations given by 
the Commission to the application, and as you know 
from the order resulted in an order which in effect held 
that the then apparent results of giving effect to 1948 
as a test year on the basis of the figures then submitted 
would be in the amount of $376,515, which resulted in 
that part of the order which held the difference between 
that and the figure of $361,000 was to be held subject tp 
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the final disposition of the matter as a result of this 
hearing. 

Mr. Goldberg: You are saying that this Exhibit 235 
is presented to show that the Commission would have 
found the minimum rate reduction available was 
$361,189 rather than $376,515 if the Commission had 
had the total actual experience for 1948, is that right? 

Mr. Robinson: It is presumed, yes, that that would 
have been the result. I don’t say it necessarily is the re¬ 
sult, but it is presumed if they had the actuality experi¬ 
ence of ’48 instead of nine months actual and three 
months estimated, it is presumed that if they followed 
the same pattern, the result would be the amount which 
we indicated, namely it would reduce the figure to 
$361,189 in place of the $376,515. 

I thought it would be helpful to have these figures 
[4517] developed against the actual figures shown in the 
statement in the order. 

By Mr. Robinson: 

Q. Mr. Ruemmele, I want to direct your attention 
to one figure in particular which appears in the original 
statement as an item under depletion, and constitutes a 
deduction of $133,523 in the original statement, and in 
the pencil figures which are stated above that, $139,396. 

Will you state what that item is? A. The figure of 
$139,396 represents the difference for the year 1948 in 
the depletion rate determined upon the methods and 
practices of the Federal Power Commission’s staff as 
shown by their exhibit for prior years as compared to 
the 1945 depletion rate which was adopted by the Fed¬ 
eral Power Commission as being appropriate for the year 
1948. 
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Mr. Goldberg: May I ask a question in clarification, 
because I think at this point we are getting into issues 
that have been barred by the Commission’s order on the 
application for rehearing. 

Mr. Ruemmele, do I understand that you have re¬ 
flected in Exhibit 235 the annual depletion rate found by 
the Commission in Opinion No. 168 and the accompany¬ 
ing order, to be proper, or have you used something else 
in this Exhibit 235? 

The Witness: No, I have shown the depletion which 
would be determined by using the Federal Power Com¬ 
mission’s staff’s [4518] methods on the rising rates, and 
I have reduced that by using the 1948 rate which was a 
frozen rate, and the net difference is $139,396. 

Mr. Goldberg: In other words, you have departed, 
in setting up this Exhibit 235, from the Commission’s 
annual allowance for depletion, that is the rate provided 
by the Commission to be followed? 

The Witness: No, I don’t follow you. The net effect 
of these computations is the using of the 1945 rate. 

Presiding Examiner: The 1945 rate? 

The Witness: The 1945 rate of 3.1577. 

Mr. Goldberg: You have used 3.1577, you say, in 
making up Exhibit 235? 

The Witness: The net effect is that, yes. The differ¬ 
ence between the 3.1577 and the sustained rate is the 
$139,396. 

Presiding Examiner: What is the rate used by the 
company in arriving at the amount claimed by the com¬ 
pany? 
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The Witness: This does not represent what is 
claimed by the company. It is an amount determined by 
using Federal Power Commission staff methods. The 
rate claimed by the company in the case was the Kuhn 
rate, and it shouldn’t be confused with the rate that is 
computed here, and the rate—using the Federal Power 
Commission staff methods—is in excess, for the year 
1948, of the frozen 1945 rate by the amount of $139,376. 
[4519] Mr. Goldberg: But you have only purported to 
give effect to what you have referred to as the frozen 
1945 rate? 

The Witness: That is right, I have reduced the other 
rate by the $139,000 to get the $1,013,000. 

Mr. Goldberg: You have tried to get way from the 
statement “Claimed” by the company, is that it? 

The Witness: This is not the amount claimed by 
the company. The amount claimed by the company was 
the Kuhn rate. 

Mr. Goldberg: Was it the amount claimed by the 
company in the petition for rehearing? 

The Witness: It is the amount that was determined 
by the company by using the staff approach to depletion 
and depreciation. 

Mr. Goldberg: Perhaps that is getting beyond this 
witness’ province. 

Mr. Robinson: Well, can I ask a question? 

Mr. Goldberg: It is your witness. I was the inter¬ 
loper. Thank you, very much. 

Mr. Robinson: I wondered if you were through. 

Presiding Examiner: Go ahead, yes. 
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By Mr. Robinson: 

Q. Do I understand, Mr. Ruemmele, that the final 
conclusion of the figure which you stated, $361,189, 
identified the conclusion reached on the Commissidn’s 
order of [4520] November 24, which establishes the de¬ 
pletion rate of 1945 as the depletion rate for 1948? 
A. That is correct. 

Q. And the figure to which you have referred of 
133,523, was the figure which, subtracted from the previ¬ 
ous figure, reduced the allowance for depletion under fhe 
original statement to the basis of the Commissioh’s 
order? A. That is correct. 

Q. And the same thing applies to the figure of 
$139,396 except that it identifies the result of the actual 
operations of ’48 as distinguished from what we previ¬ 
ously referred to as material submitted to the Commis¬ 
sion? A. That is correct. 

Mr. Robinson: In that connection, the figure which 
appears on the exhibit on page 3 referred to as $133,529, 
was the figure originally derived by the Commission 
itself as the figure to be subtracted from the figure which 
has been submitted in your previous study in the amount 
of repletion in the total amount of $1,150,613. 

Perhaps I should add, in connection with what I 
previously said, with reference to the origin of those 
figures, that this was part of the material and data sub¬ 
mitted informally to the Commission in connection with 
the petition for rehearing, and that the conclusions there 
reflected the data so far as it was then available. 

[4521] I would like to have an exhibit, headed “Ken¬ 
tucky West Virginia Gas Company, Working Capital Re¬ 
quirement, Year 1948”, marked as Exhibit 152-A. 
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Presiding Examiner : It will be so marked. 

(The document above referred to was marked Ex¬ 
hibit No. 152-A for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you refer to Exhibit 152-A, 
Working Capital Requirement for the Year 1948, and in 
connection with your explanation of that exhibit will 
you state whether or not the material in that exhibit 
conforms to the formula for working capital which was 
presented to the staff of the Commission and adopted by 
the Commission in its first order of September 2, 1948? 
A. It was. 

Q. Will you now explain that exhibit? A. Exhibit 
No. 152-A, captioned “Kentucky West Virginia Gas Com¬ 
pany, Working Capital Requirement, Year 1948” is the 
allowance determined for the year 1948 following pre¬ 
cisely the methods and procedure used by the staff in 
their determination of the proper working capital allow¬ 
ance for the company for the years 1944 and 1945. 

It is stated on page 2 of the Commission’s staff’s 
Exhibit No. 193, on working capital, “The working cap¬ 
ital requirement should include first the cost of material 
and [4522] supplies reasonably necessary for efficient 
operation of the utility company. Second, cash to pay 
operating expenses during the period of lag between the 
rendition of service and the collection of the related rev¬ 
enues, and, third, pre-payments of operating expenses 
usual for delayed rentals, gas well royalties and certain 
kinds of taxes.” 

After a study of the transactions of the company 
for the year 1944, the staff proceeded as follows: in the 
case of materials and supplies, the average of the 
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monthly balances of materials and supplies, as carried 
on the books of the company, was allowed for working 
capital. In the case of certain operating expenses, the 
equivalent of 45 days’ expenses, or one-eighth of certain 
annual operating expenses, was allowed for working 
capital. 

In the preparation of this exhibit, I have followed 
exactly the staff’s basis of the determination of working 
capital requirements for the years 1944 and 1945, and 
have merely replaced the 1944 and 1945 figures with com¬ 
parable figures relating to the year 1948. 

The working capital requirement for the year 1948, 
as shown by the Exhibit, is $941,190. 

******** 

[4529] Mr. Robinson: I would like to have an exhibit 
which is headed “Kentucky West Virginia Gas Company, 
Investment Rate Base of Kentucky West Virginia G as 
Company per FPC Staff Methods and Annual Return at 
6 Per Cent thereon for the Years 1945, 1946, 1947 apd 
1948, and Using the 1945 Depletion Rate” marked Ex¬ 
hibit 205-A. 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked for 
identification as Exhibit No. 205-A.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please identify and Ex¬ 
plain Exhibit 205-A? A. Exhibit No. 205-A is captioned 
“Kentucky West Virginia Gas Company, Investment 
Rate Base of Kentucky West Virginia Gas Company, per 
Federal Power Commission Staff Methods and Annual 
Return at 6 Per cent thereon, Years 1945,1946,1947, apd 
1948, and using the 1945 depletion rate.” 
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The information shown on this exhibit is compar¬ 
able to the information shown on page 2 of Exhibit 205 
in the record, and the figures for the year 1945 are identi¬ 
cal to those contained in Exhibit 205 for that year. The 
information for years after 1945 was taken from the 
various exhibits placed in the record during these pro¬ 
ceedings, and the addition for each year of the actual 
experienced information for each year with the excep¬ 
tion that the 1945 depletion rate of 3.1577 cents was used 
in the [4530] case of all years, and was used to determine 
the depletion allowance for each year. 

A computation is made for each year to show the 
amount of the annual return by using 6 per cent on the 
investment rate base. The exhibit shows that the total 
gas plant at the end of the year 1948 amounts to 
$27,136,617.18. The reserve requirement at the end of 
the same year per staff methods after using the frozen 
1945 depletion rate for the years 1946 to 1948 amounts 
to $12,468,242.99. The total gas plant, less the reserve 
requirement shown for the year 1948 is $14,668,374.19, 
and when the amount of working capital of $941,190 is 
added to this figure, the total investment rate base for 
1948 will amount to $15,609,564.19. 

At 6 per cent on this base, the annual return 
amounts to $936,573.12. The amount of working capital 
is picked up from Exhibit No. 152-A. 

******** 

[4537] Mr. Robinson: I would like to have an exhibit 
headed “Kentucky West Virginia Gas Company, Net 
Utility Income for year 1948, per Books, and for Rate 
Case Purposes per FPC Staff Methods and Using the 
1945 Depletion Rate” marked Exhi bit 223-A for identi¬ 
fication. 
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[4538] Presiding Examiner : It will be so marked. 

(The document above referred to was marked for 
identification as Exhibit No. 223-A.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you please refer to the ex¬ 
hibit marked 223-A and identify the exhibit and explain 
it? A. Exhibit No. 223-A is captioned “Kentucky West 
Virginia Gas Company, Net Utility Income for year 1948, 
per Books, and for Rate Case Purposes per FPC Siaff 
Methods and Using the 1945 Depletion Rate.” 

This exhibit is prepared in a manner similar to Jlx- 
hibit No. 223 in the record, which exhibit contained esti¬ 
mated results for the year 1946. However, Exhibit No. 
223-A contains only actual results for the year, and 
does not include any restatements of information as 
was done in the case of Exhibit No. 223. 

This Exhibit No. 223-A, shows the net utility in¬ 
come per books by major classifications or accounts, Jind 
the figures per books are adjusted to the results ob¬ 
tained for similar items by using staff methods. The 
book net utility income figures were picked up from 
Exhibit No. 48-D. The item of depletion per staff 
methods includes depreciation on well equipment, and 
is shown on the exhibit in this manner for comparative 
purposes only. The amount of depletion was computed 
by using the 1945 depletion rate of 3.1577 cents per Mcf. 
The total amount of depreciation, depletion and aband¬ 
oned leaseholds agrees with [4539] the amount shown 
for same on Exhibit 205-A on the line entitled “Annual 
Accruals during Year Charged to Operations.” The 
amount of investment rate base and the amount of the 
annual return at 6 per cent are also identical with the 





768 


B. W. Ruemmele — Direct. 


information shown on Exhibit No. 205-A. This exhibit 
discloses that the results for the year 1948, without any 
adjustments for the full year effect of wage and salary 
increases, and so forth, experienced during the year 
1948. 

The exhibit shows the net utlity income per books 
for the year 1948 in the amount of $926,752.43, and the 
net utility income per staff methods unadjusted in the 
amount of $1,234,797.61 and the excess over a return 
of 6 per cent on an investment rate base in the amount 
of $298,224.49. 

The figures shown on this exhibit represent, in my 
judgment, the same answer that the Commission’s staff 
would arrive at by using the 1948 actual experience re¬ 
sults and bringing up to date the figures contained in 
staff Exhibits 190, 192, 194, and 202 for the year 1945, 
and by using the 1945 depletion rate for this year 1948. 

Mr. Robinson: I would like to have an exhibit 
headed “Kentucky West Virginia Gas Company, State¬ 
ment of Excess in Earnings of Kentucky West Virginia 
Gas Company, for rate case purposes, for the year 1948, 
prepared on the basis of using the position and methods 
of the Staff of the Federal Power Commission in their 
Brief for the years 1945 and prior. Statement [4540] 
contains the adjustments necesary to restate the actual 
results of the year 1948 to give a full year effect of (1) 
continuing the contract rates charged for the first 10 
months throughout the entire year, and (2) giving a 
full year effect to experienced wage and salary increases 
and the increase in contract cost of drilling and using 
the 1945 depletion rate,” marked for identification as 
Exhibit 205-B. 
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Presiding Examiner: It will be so marked. 

' (The document above referred to was marked for 
identification as Exhibit No. 205-B. 

Mr. Goldberg: Mr. Robinson, are you planning to 
complete that exhibit which has a blank for an exhibit 
number? Should that be 205— 

Mr. Robinson: 223-A. 

By Mr. Robinson: 

Q. Mr. Ruemmele, will you now refer to Exhibit 
205-B, and identify it and explain it? A. Exhibit No. 
205-B is captioned “Statement of Excess in Earnings of 
Kentucky West Virginia Gas Company, for rate case 
purposes—” 

Presiding Examiner: I don’t think it will be neces¬ 
sary to read that over again. Mr. Robinson just read it, 
I believe. 

The Witness: Exhibit No. 205-B contains the ad¬ 
justments necessary to restate the actual results of the 
year 1948 to give a full year effect of, first, continued 
throughout the entire year the con- [4541] tract rates 
charged to affiliated customers for the first 10 months 
and, second, giving a full year effect to experienced wage 
and salary increases and the increase in contract cost 
of drilling. 

It appears to me that the title in the exhibit is fully 
descriptive of the information contained therein. The 
figure of $298,224.49 represents the excess earnings for 
the year 1948 per Federal Power Commission staff meth¬ 
ods, which includes the use of a 6 per cent return on an 
investment rate base, and was taken from Exhibit No. 
205-A. The adjustments of $115,005 necessary to re- 
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state earnings for the year 1948 to old contract rates is, 
I believe, fully described in the exhibit. The amount 
necessary to restate the labor and contract drilling rate 
increases experienced during the year 1948 to a full 
year effect basis were taken from page 2 of Exhibit No. 
221-B. The exhibit shows that the excess earnings for 
the year 1948 per Federal Power Commission’s staff 
methods, after all adjustments have been made, and 
after using the frozen 1945 depletion rate, is $361,189.49. 

By Mr. Robinson: 

Q. And that figure now corresponds with the fig¬ 
ure which was shown in your restatement of the Com¬ 
mission’s tabulation shown on Exhibit 235? A. That 
is correct. 

******* 

[4599] Mr. Robinson: I would like to have a statement 
headed “Kentucky West Virginia Gas Company, State¬ 
ment of Average Developed Reserves per Gas Well, 
Average Cost per Gas Well Drilled and Average Cost 
per Mcf of Developed Reserves by Years 1942 to 1948, 
Inclusive” marked for identification as Exhibit 237. 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked as 
Exhibit No. 237 for identification.) 

Mr. Robinson: Mr. Ruemmele. 

Thereupon, 
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H. W. RUEMMELE was recalled as a witness, and testi¬ 
fied further as follows: 

| 

[4600] Direct Examination. 

By Mr. Robinson : 

Q. Mr. Ruemmele, did you prepare the exhibit 
which has just been marked for identification as No. 
237? A. I did. 

I 

******* 

[4601] Mr. Robinson: I would like to have an exhibit, 
headed [4602] “Kentucky West Virginia Gas Company, 
Summary of Estimated Annual Accrual for Gas Wells 
and Developed Acreage per Methods used by Staff pf 
Federal Power Commission for the years 1942 to 1948”, 
marked for the purposes of identification as Exhibit 238. 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked 
Exhibit No. 238 for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, did you prepare the exhibit 
which has just been identified as Exhibit No. 238? A- 
I did. 


[4604] Mr. Robinson: If you may indulge me, I will go 
back to [4605] Exhibit 237 for just a moment. 

By Mr. Robinson: 

Q. Mr. Ruemmele, you have already identified Ex¬ 
hibit 237 as having been prepared by you, and if you 
were permitted to testify with respect to it, would you 
state that the facts, statements and figures therein 
would, in your opinion, be correct? 
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Mr. Goldberg: Just a minute, I object to that. Was 
this supposed to be an offer of proof of what the witness 
would testify to, or is this just a question directed to 
the witness? 

Mr. Robinson: It is simply a question for the 
moment directed to the witness. 

Mr. Goldberg: As to whether he would say that 
that is accurate or not? 

Mr. Robinson: Yes. 

Mr. Goldberg: I object to that, Mr. Examiner. 

Mr. Robinson: It is simply a statement, if he were 
permitted to testify would he testify that in his opinion 
it was correct. 

Mr. Goldberg: He has already testified that he pre¬ 
pared it. 

Presiding Examiner: I think all you have to do is 
ask him whether that is correct or not, then counsel 
objects, the objection is sustained, and you say that if 
the witness were permitted to testify, this would be his 
testimony. 

[4606] Mr. Robinson: In order, then, to follow what I 
think is your last suggestion, I would offer in Evidence 
Exhibit 237. 

Mr. Goldberg: I object to it, Mr. Examiner, for the 
reasons previously stated. It is not addressed to any 
matter in issue. 

Presiding Examiner: The objection is sustained. 

The reporter will mark on Exhibit 237, “Excluded, 
Offer of Proof, Exception”, and Exhibit No. 237 will be 
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filed with the Commission in the same manner and along 
with those exhibits which are received in evidence. 

Mr. Robinson: That answers my question. That 
was what I was concerned with. 

By Mr. Robinson: 

Q. Turning, Mr. Ruemmele, to Exhibit 238, you 
already testified that you prepared this exhibit? A. 
That is correct. 

Mr. Robinson: I offer in evidence Exhibit No. 238. 

Mr. Goldberg: I object, Mr. Examiner. 

Presiding Examiner: The objection is sustained 
The document will be marked by the reporter in the 
same manner as directed with respect to Exhibit No. 
237, and filed in the same manner. 

Mr. Goldberg: I take it, Mr. Examiner, that it is 
understood that I have objected to the documents being 
marked and received in the form of an offer of proof? 

[4607] Presiding Examiner: It will be so understood, 
yes. 

Mr. Goldberg: As I understand it, the Examiner 
is overruling me on that. 

Presiding Examiner: Yes, it will be understood 
that that objection is overruled. 

Mr. Robinson: I would like to have marked as Ex¬ 
hibit No. 239 a statement which reads as follows: 
“Kentucky West Virginia Gas Company, Curve showing 
unit cost depletion rate by years of those items which 
the Federal Power Commission consider depletable and 
used the production method for determining annual al- 
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lowances, and gas well equipment, Federal Power Com¬ 
mission methods,” and also a companion exhibit to be 
marked No. 240, reading, “Kentucky West Virginia Gas 
Company, Curve showing unit cost depletion rate by 
years of items which the Federal Power Commission 
consider depletable and using the production method for 
determining annual allowances, Federal Power Commis¬ 
sion methods”, the first one including the allowances for 
gas well equipment and the second one covering deple¬ 
tion only as deter min ed by the staff of the Commission. 

Otherwise, they are companion exhibits both in the 
matter of the form and in the statement and the curve 
shown on the exhibits. 

Presiding Examiner : The documents described by 
counsel will be marked for identification as exhibits 
Nos. 239 and 240 [4608] respectively. 

(The documents above referred to were marked 
Exhibits Nos. 239 and 240 respectively, for identifica¬ 
tion.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, did you prepare the exhibits 
which have been marked for identification as Nos. 239 
and 240? A. I did. 

Mr. Robinson : I offer in evidence Exhibits Nos. 239 
and 240. 

Mr. Goldberg: I object, Mr. Examiner, for the 
reason previously stated. 

Presiding Examiner: I presume that the purpose of 
the offer of these two exhibits is the same as the purpose 
of the offer of Exhibit No. 237 and 238. 
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Mr. Robinson: Yes, the purpose in all cases of ail 
exhibits that I am now offering is entirely related to the 
determination of the proper annual allowance for deplcs- 
tion in the years that I have referred to or that are cov¬ 
ered on the particular exhibits, because some of them 
cover only the period to ’48 and others cover to a later 
period, but all for the purpose of showing what is the 
appropriate annual allowance for depletion in that par¬ 
ticular year under the staff’s method. 

Presiding Examiner : The objections to Exhibits 
239 and 240 are sustained. Those exhibits will be marked 
by the [4609] reporter in the same manner as directed 
with respect to Exhibits 237 and 238, and will be sim¬ 
ilarly filed with the Commission. 


Mr. Robinson: I would also like to have marked fojr 
identification as Exhibit No. 241, a statement marked 
“Kentucky West Virginia Gas Company, Summary of 
Estimated Annual Accruals for Gas Wells and d 4- 
veloped Acreage per Methods used by Staff of Federal 
Power Commission in the years 1942 to 1948, and esti¬ 
mated years 1949 to 1952 inclusive,” covering the years 
1942 to 1952 by statement of the annual rates for each 
of those years both stated as depletion rates and also 
stated as including also the equipment, the well equip¬ 
ment. 

Presiding Examiner: It will be so marked. 


(The document above referred to was marked 
hibit No. 241 for identification.) 


By Mr. Robinson: 

Q. Did you prepare this exhibit, Mr. Ruemmele, 
which has been identified as Exhibit No. 241? A. I did. 

I 
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Mr. Robinson: I offer in evidence Exhibit No. 241. 

Mr. Goldberg: The same objection, Mr. Examiner. 

Presiding Examiner: The objection is sustained. 
The reporter will mark the exhibit as previously directed. 

Mr. Robinson: I would like to have a chart which 
[4610] plots the data which is developed on Exhibit 241 
for the years 1940 to 1952, and which includes the well 
equipment, prepared on the basis heretofore stated, to 
be marked Exhibit 242, and likewise a companion chart 
which similarly plots the material shown on Exhibit 241 
insofar as it relates to depletion alone, and does not in¬ 
clude well equipment, being a companion exhibit to No. 
242, to be marked Exhibit 243. 

Presiding Examiner: The documents described by 
counsel will be marked respectively Exhibits 242 and 
243 for identification. 

(The documents above referred to were marked Ex¬ 
hibits Nos. 242 and 243 for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, did you prepare the exhibits 
which have just been marked for identification as Ex¬ 
hibits 242 and 243? A. I did. 

Mr. Robinson: I offer Exhi bits 242 and 243. 

Mr. Goldberg: The same objection. 

Presiding Examiner: The objections to Exhibits 
242 and 243 are sustained. Those documents will be 
appropriately marked and filed with the Commission as 
excluded documents. 
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Mr. Robinson: I would also like to have an exhibit 
headed, “Kentucky West Virginia Gas Company, Net 
Utility Income for the Year 1948, per Books and for rate 
case purposes [4611] per FPC Staff Methods”, marked 
Exhibit No. 244. 

Presiding Examiner: It will be so marked. 

(The document above referred to was marked Eix-. 
hibit No. 244 for identification.) 

By Mr. Robinson: 

Q. Mr. Ruemmele, did you prepare Exhibit No. 
244? A. I did. 

Mr. Robinson: I offer Exhibit 244. 

Mr. Goldberg : I object, Mr. Examiner. 

Presiding Examiner: Well, as I understand it, the 
difference between these figures and the figures thkt 
have already been presented and received is simply tljie 
difference in depletion expense. 

Mr. Robinson: That is correct, and the final ex¬ 
hibits which I am about to put in will state that as an 
overall completed answer. In other words, the ones I 
put in are the background material which will lead up 
to the last two I am just about to put in. 

Presiding Examiner: The objection to Exhibit 244 
is sustained. The exhibit will be appropriately marked 
and filed as an excluded exhibit. 

Mr. Robinson: I would like to have an exhibit 
marked for identification as Exhibit No. 245, which is 
headed “Kentucky West Virginia Gas Company, State¬ 
ment of Excess in Earnings of Kentucky West Virginia 
Gas Company for Rate Case [4612] Purposes for the 
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Year 1948, prepared on the basis of using the position 
and methods of the staff of the Federal Power Commis¬ 
sion in their brief for the years 1945 and prior; State¬ 
ment contains the adjustments necessary to restate the 
actual results of the year 1948 to give a full year effect 
of (1) continuing the contract rates charged for the first 
10 months throughout the entire year, and (2) giving a 
full year effect to experienced wage and salary increases 
and the increase in contract cost of drilling”. 

I might say that this exhibit would identify in 
dollars the precise effect of the application of the staff’s 
methods of determining depletion for the year 1948, and 
would restate the results which would come from that 
in determining what would be the amount of the excess 
in earnings of the Kentucky West Virginia Gas Com¬ 
pany and would in that respect be a companion exhibit 
to the one that was introduced previously on the conclu¬ 
sions stated in the Commission’s order of November 24, 
1948, the exhibit to which I refer, the like exhibit being 
205-B. 

The Commission in its exhibit simply revealing the 
effect of the difference in the statement of the excess in 
earnings and giving effect to the staff’s method of de¬ 
termining depletion for that year. 

Presiding Examiner: The document will be identi¬ 
fied as Exhibit No. 245. 

[4613] (The document above referred to was marked 
Exhibit No. 245 for identification.) 

By Mr. Robinson : 

Q. Did you, Mr. Ruemmele, prepare that Exhibit 
245? A. I did. 
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Mr. Robinson: I offer in evidence Exhibit 245. 

Mr. Goldberg: I object. 

Presiding Examiner: The objection is sustained, 
and the document will be appropriately marked by the 
reporter as an excluded exhibit. 

******* 

[4643] By Mr. Goldberg: 

Q. In connection with the identification of your 
working capital requirement exhibit, I recall that you 
quoted from one of the staff’s earlier exhibits in tills 
case, I think you said it was Exhibit No. 193, in which 
the Commission’s staff had determined the working capi¬ 
tal requirement for the year 1944, is that right. A. 
That is right. 

Q. I take it you quoted with approval, is that 
right? A. That is not true. I quoted it in order to infer 
that I was attempting to follow exactly the method fol¬ 
lowed by the staff in the determination of working 
capital. 

Q. You are not agreeing that was a proper method 
of determining working capital requirements? [464|4] 
A. I didn’t attempt to agree or disagree with the ap¬ 
proach made by the Federal Power Commission. 

Q. Staff of the Commission. You were merely At¬ 
tempting to bring to the attention of the Examiner that 
you had followed or believed you had followed the 
method that the staff had set forth in that exhibit? 
A. That is correct. 
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[4649] Q. Accrued taxes are a source of cash for work¬ 
ing capital purposes, aren’t they, Mr. Ruemmele? A. 
What type of taxes did you have in mind? 

Q. All of them, all accruals for all taxes. A. We 
have not included in here anything for accrual of income 
taxes. 

Q. That isn’t my question. My question was 
whether you could consider that accruals for tax pur¬ 
poses are a source of working capital. A. You have in 
mind the income being ahead of the actual payment of 
the taxes? 

Q. Yes, that is right. A. That is correct, yes. 

Q. Then at the end of 1948, what were the accrued 
taxes—and I think you will find that on Exhibit 51-C, 
page 2. A. $292,831.95 on Exhibit 49-C. 

Q. Now, the “292,831 that you referred to, which 
appears on Exhibit No. 49-C, is the statement of the 
amount of taxes charged to operating expenses for the 
year 1948, but is not the amount of taxes accrued in 
that year, at the end of that year, isn’t that so? The 
tax accrual as of 12-31-48 is less than that? A. Per 
balance sheet? 

Q. Yes. [4650] A. That is correct. 

Q. It is less than that, and per balance sheet, as 
shown by Exhibit 51-C, page 2, it is $264,018.50, right? 
A. That is correct. 

Q. So that there was available as a source of work¬ 
ing capital through tax accruals at least $264,018, right? 
A. That is correct. 
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Q. As a matter of fact, your accruals reached, 
during the course of the year, an amount in the neigh¬ 
borhood of $475,000, isn’t that so? A. I don’t follow 
you on that amount. 

Q. During the year, the accrual may have ex¬ 
ceeded the amount shown as being accrued as of De¬ 
cember 31, 1948, isn’t that so? A. That could be trpe, 

yes, sir. ] 

I 

Q. And it was true in 1948, wasn’t it? A. The 
amount could have been in excess of $264,000 at a given 
time during the period of the year, depending upon wlien 
the tax payments in 1948 were made. 

| 

Q. Subject to your check, our figures show that in 
September of 1948, the total accruals were in the neigh¬ 
borhood of $475,905. That sounds correct, doesn’t it? 
A. Subject to check, that is correct, yes. 

Q. Now, you haven’t, in setting up the working 
capital requirement in Exhibit 152-A taken into account 
the fact that [4651] there was available as working capi¬ 
tal allowance, as working capital to the company, at 
least $264,018, isn’t that so? A. I only considered tte 
allowances made by the staff in ’44 and ’45, and followed 
on that basis. 

Q. So that your answer to my question is that you 
did not consider or give effect to the fact that you had 
available as working capital, through tax accrual, at 

least $264,018, is that right? A. That is correct. 

• 

* * • * * * * ! 

i 

l 

[4652] Q. On Exhibit No. 152-A., you show materials 
and supplies, working capital requirement, in the amoukt 
of $726,901, is that right? A. That is right. 
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Q. Does that represent materials and supplies for 
operating—let me withdraw that and start over. Does 
tli?t total amount of $726,901 represent materials and 
supplies properly chargeable to operations and mainte¬ 
nance? A. Some of the average monthly balance 
shown for materials and supplies would include items 
which, to a small degree, apply to operations and main¬ 
tenance. 

******* 

[4655] Presiding Examiner: I think the important 
question is whether it is purely a factual groundwork, 
or whether he is put on as an expert witness to testify 
as to his opinion as to the adequacy. I didn’t under¬ 
stand he was put on for the latter purpose. If he is, 
you are certainly entitled to cross examine with respect 
to it. If he is simply stating the factual situation with¬ 
out expressing any opinion as to whether the result is 
adequate or inadequate, then it seems to me you would 
be confined to a factual cross examination. 

******* 

i[4656] Mr. Robinson: * * * He is not being called as 
an expert, just as the Examiner said, to either stand 
for or against the formula. He is merely stating that 
applying the formula, these are the mathematical 
results of it. 

******* 

[4657] Mr. Robinson: Well, I am not trying to. I am 
trying merely to say that Mr. Ruemmele is appearing 
here to develop the mathematics of the formula of deter¬ 
mining working capital, already worked out by the staff 
and approved by the Commission in its prior order, as 
applied to the actualities of 1948. 

[4658] Now, I don’t have any difficulty with that. 
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Presiding Examiner : 


That is all you are doing? 


Mr. Robinson: Yes, I am not presenting him as an 
independent expert to express an opinion as to whether 
that comes out with a right answer or a wrong answer. 


* * * * * * * | 

[4660] Q. What was the amount of materials and Sup¬ 
plies included by the staff in the working capital allow¬ 
ance for the year 1945? A. I have a pencil figure liere 
of 365,000—is that correct? 

Q. Rounded off, that is accurate. Can you explain 
why the materials and supplies in 1948 is almost twice 
the amount in 1945? A. I could discuss it in a general 
way. The increase of the average monthly balance^ of 
materials and supplies in 1945 increased to the figure of 
approximately $727,000 in 1948 for, I believe, three 
reasons. First, the increase in the cost of materials and 
supplies. Second, the increase in the amount of itjems 
of materials and supplies, and, third, probably associated 
with my second reason in that the balance as of Decem¬ 
ber 31, for the year 1945 we were operating from a sort 
of a hand-to-mouth basis on stores, it being difficult to 
get during that period, and the comparable balances for 
the years from 1945 to 1948 is approximately 365|000 
in ’45 to 453,000 in 1946, to 592,000 in ’47, to 727,000 in 
1948. 

In other words, it was a gradual rise due to tjoth 
additional [4661] items required which were necessary 
to carry out the $2,000,000 construction program in an 
efficient manner, and the increase in price levels of the 
materials from 1945 to 1948. I might say, too, that it 
is my information which was given me by operating 
personnel of the company that we are still experiencing 


784 


H. W. Ruemmele — Direct. 


difficulties in obtaining materials and carrying out our 
construction program. In the case of several items, 
there is a shortage so that the proper working level 
probably has not been reached at the $726,000 figure. 

Q. Has any difference in accounting for materials 
and supplies taken place between 1945 and 1948? A. 
That is a general question. If you would ask me any 
specific item there, there are small differences in account¬ 
ing which probably have taken place from time to time 
in order for us to conform to the classification of ac¬ 
counts and interpretations by the Federal Power Com¬ 
mission. 

Q. Were there any items of materials and supplies 
that were charged directly into the accounts instead of 
taken through stores in 1945 whereas in 1948 instead 
of charging it directly to the accounts involved, it was 
taken first through stores? A. I know of no instances 
where it was being changed. 

Q. Is it or is it not a fact that the company’s con¬ 
struction program has remained about the same through 
the years 1945 to 1948? [4662] A. The classified addi¬ 
tions would show on the 147 series of exhibits. 

Q. And they show, do they not, that the construc¬ 
tion program has been substantially the same through¬ 
out those years? A. I would say substantially the same. 

Q. So that— A. (Interposing) Except that it has 
been on a somewhat increasing proportion. I would like 
to refer to the 1945 exhibit. The classified additions in 
1945 amounted to approximately $1,350,000 while the 
classified additions in 1948 amounted to $1,864,000, in¬ 
dicating some $400,000 increase. 
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Q. Part of which would not be assignable to in¬ 
crease in construction program, but probably would be 
assignable to prices, labor costs? A. That is true. 

Q. How much, can you say? A. I don’t know. 

Q. It is fair, however, to say substantially the Con¬ 
struction program has been the same? A. I think that 
is true. 

Q. In view of the fact the construction program 
has been substantially the same, that doesn’t furnish us 
with a reason for the increase in materials and supplies 
and working capital requirement from 365,000 in 1945 to 
727,000, in round figures, in 1948, isn’t that so? [4663] 
A. As I previously mentioned, I have been informed by 
the operating officials of the company that the present 
level of materials and supplies is necessary to efficiently 
carry on the program of the company, and also, as I 
mentioned before, that even at that figure possibly should 
be increased to properly handle a $2,000,000 construction 
program. 

Q. Who were these operating officials that told you 
this? A. Mr. Beecher and Mr. Dufendach. 

I 

Q. When did they tell you this? A. Well, I d<jm’t 
recall. 

Q. Was it in connection with the preparation of 
the Exhibit 152-A? A. No, it follows a discussion at 
the end of each year when we are required by our outride 
auditors to certify to the materials and supplies of the 
company, we discuss the figures. 

Q. Was $592,000 in 1947 for materials and supplies 
an inadequate amount in that year for the efficient pp- 
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eration and carrying on of the operation and the con¬ 
struction program? A. I do not recall as to whether it 
was or wasn’t. 

Q. How about the amount of $453,000 for 1946? 
Was that in that year an amount which was inadequate 
for the efficient operations of the company and the effi¬ 
cient performance of the construction program? A. I 
do not recall that. 

[4664] Presiding Examiner: You don’t make that de¬ 
termination yourself, do you? 

The Witness: I do not. The operating officials of 
the company plan the construction program and of 
course, in line with that, they purchase materials so that 
they can carry out such a program. 

By Mr. Goldberg: 

Q. In 1945, you said that you were as far as ma¬ 
terials and supplies were concerned for working capital 
requirements, living on a hand-to-mouth basis, was that 
it? A. Yes, my understanding from the conversations 
that I have had with the operating officials, was that at 
that time material was scarce, and even in drilling wells 
that year was necessary for us to not equip wells to the 
full extent they should have been equipped at that time, 
as we carry out presently. 

Q. Is it your statement that in 1945 the working 
capital requirements for materials and supplies of 
$365,000 did not provide a sufficient amount of stores to 
efficiently carry on the operations of the company and 
the construction program in that year? A. I did not 
make a determination as to whether it was or wasn’t. 
The amount that was followed was the staff’s determina- 
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tion in their exhibit as being proper, which was the 
monthly average balance, and, as I understand, that is 
the [4665] usual procedure in cases of companies of this 
type. 

Q. Do you recall offhand what the materials and 
supplies working capital requirement allowance was 
contended for by the company in its exhibits for 1945? 
A. I do not know the exhibit figures. However, I believe 
it was somewhat close to the Co mmi ssion’s. 

Q. Close enough to ignore any variations, riglit? 
A. That is correct. 

I 

Q. So that we may assume that in 1945 the com¬ 
pany considered that the $365,000 approximated an 
amount of materials and supplies which enabled the com¬ 
pany in that year to efficiently carry on operations ahd 
on construction program, right? A. That is correct. 

___ I 

Q. By reason of the fact of the scarcity of supplies, 
the difficulty in purchasing supplies and getting them in 
to stores, you say the company was living virtually a 
hand-to-mouth existence in 1945? A. That is entirely 
hearsay. As I told you before, in my discussions with 
the operating officials, that was my recollection of the 
conversation that we had at that time. 

Q. When did you learn, through hearsay, anyway, 
that the existence in 1945 was virtually on a hand-to- 
mouth basis? Was it recently or was it in 1945? A. 
Recently. 

i 

Q. How recently? [4666] A. Oh, I wouldn’t know, 
within the last few months. 
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Q. And it was in the same last few months that 
you learned that the $726,901 was not a sufficient amount 
to carry on efficient operations and an efficient construc¬ 
tion program? A. It was during the time your staff 
member was down there, which was the time the auditors 
were also down there, which is the usual time of the year 
that we discuss those things. 

Q. Just a few weeks ago, then, right? A. That 
is right. 

Q. Have you checked to ascertain whether the com¬ 
pany, because of the difficulty they think is involved in 
getting materials, is purchasing materials and supplies 
and placing them in stores beyond current requirements? 
A. I do not believe that is true. 

Q. Have you done any checking to ascertain 
whether that is the fact or not? A. To the extent, as I 
mentioned before, that my discussions with the officials 
is that the amount that we have in there, have in stores, 
is necessary to efficiently carry on our program for this 
year. 

Q. Can you say what portion of the increases in 
prices over 1945 account for the increase over the 1945 
materials and supplies allowance? [4667] A. I do not 
believe I could. 

Q. Do you know what portion of it is accounted for 
by increases in properties of supplies to be kept on hand? 
A. I do have information as to tubular goods and line 
pipe which I have furnished to a member of your staff 
as distinguished between 1948 and 1945 which shows 
that the amount of tubular goods in stores at December 
31, 1945, approximated $180,000, whereas the tubular 
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goods and comparable goods represented approximately 
$568,000 in 1948. Looking at the individual items would 
indicate that there was an increase in the items, and 
looking at the average prices would indicate that there 
was an increase in average cost over the period. 

Q. Do you have Exhibit 230 before you? A. Yes, 
I have that. 

Q. Do you know whether the amount shown for 
1948 was a representative amount that can be expected 
to be required in 1949 through 1952? A. I assumed that 
if the amount of stores presently held by the Company 
is required to carry on the 1949 construction program 
that the continuing of a comparable program throughout 
the future years would require at least the amount of 
stores that we presently have, and therefore I would say 
that the amount that we show is a reasonable figure. 

Q. That is you say the amount of $568,978 is rep¬ 
resentative of the years 1949 to 1950? [4668] A. Iwoiild 
assume on an average that the dollar effect would carry 
through. 

Q. You made no study to determine that, is that 
right? A. That is right. 

Q. If we applied the prices shown in Exhibit 230 
for the year 1948 to the quantities for the year 1945, as 
shown on Exhibit 230, do you know what effect that 
would have on the $568,978.10? A. I have the calcula¬ 
tion in reverse. 

Q. What have you got? A. If you apply the 1945 
prices to the footage, and so forth, at 1948, it would be 
approximately $100,000 difference. 
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Q. You mean the $568,000 would go down by about 
100,000, or the 179,000 would go up by about 100,000? 
A. The $568,000 would have been, under the 1945 prices, 
$471,000. It is just a reverse of what you said. 

Q. That would indicate, then, that the difference 
is represented by quantities on hand? A. That approxi¬ 
mately $100,000 represents the increase in price, and the 
balance would be the quantities. 

Q. If we applied the 1948 prices to the 1945 quan¬ 
tities subject to your check, the results would be 
$228,327.60? A. Was that a question? 

Q. Well, it was really intended to be a question, 
but it took the form of a statement. Perhaps I should 
phrase it [4669] in the form of a question. 

Q. Do you know what the result would be if we 
applied the 1948 prices in Exhibit 230 to the quantities 
for 1945? A. I do not. 

Q. Subject to your check, we have $228,327.60. 
Would you, when the opportunity presents itself, check 
that? A. Yes. 

Q. Turning to Exhibit 48-D and more particularly 
to page 3 of that exhibit, special services, do you have 
the details of that figure? A. I believe I can give it to 
you in some detail. 

Q. All right, let’s deal at the outset anyway with 
the largest amount in there. A. The largest amount 
included in the $37,823.34 is an amount of $25,321.24 paid 
to the firm of tax counsel representing services rendered 
the company on tax matters covering tax years, I be¬ 
lieve, 1939 to 1943, and represented services which in 
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I 

my opinion would render between about 1945 through 
1948. In saying tax matters, I meant Federal income but 
matters. 

Q. The law firm was Reed, Smith, Shaw and 
McCIay, is that right? A. That is correct. 

Q. And the amount applies to operations which 
occurred in years prior to 1948? [4670] A. 1948 itnd 

prior. 

Q. The tax matters involved, however, related to 
operations for the years 1939 through 1943? A. To a 
very—that is correct. 

Q. In 1948, you haven’t accrued any Federal in¬ 
come taxes, right? A. That is right. 

Q. Because you don’t expect to have to pay afiy, 
is that right? A. That is right. In connection With 
that, it would be apparent from your statement that 
there would be no expense in connection with those taxes. 
The amount of work involved— 

Q. (Interposing) What taxes? A. Income taxes. 
You stated that we did not expect to pay income taxes 
for the year 1948. 

Q. Yes. A. However, the same amount of work 
is necessary to prepare the formal depletion report to 
negotiate with the revenue agent for depreciation rates, 
or field price, and so forth. In other words, we are going 
to have continued expenses on taxes in each year in the 
future whether there is a tax liability to be paid or not. 

In other words, we to defend ourselves— 

Q. (Interposing) Not legal expenses? A. ’tax 
counsel expenses. 


792 


H. W. Ruemmele — Direct. 


[4671] Q. Of the kind represented by the $25,321? 
A. We will have certain legal expenses similar to some 
of the amounts included in the $25,000 for the next few 
years. In my opinion, a large portion of this amount 
represents services in connection with the suit filed by 
the Company in the District Court wherein we have sued 
the Collector of Internal Revenue to recover excess 
profits taxes which were paid by the company during the 
year 1941, and all during the year I have had contact 
and have worked with the counsel in connection with 
that suit. The government has not prepared a response 
as yet to our suit filed, so without a doubt I believe that 
during this year the case will be brought to trial, and 
of course we will have additional expenses therewith, 
and we also paid excess profits taxes in the year 1942, 
so after this case is completed we will immediately file 
a similar suit to recover the 1942 taxes, so in my mind 
we will have additional expenses of this type for the 
next several years, plus expense in connection with the 
negotiating and with the natural resource section in de¬ 
termining the proper field price for gas for each year, 
and for depreciation rates, and so forth. 

Q. What do you mean by the next several years, 
1949,1950,1951 and 1952. A. Yes. 

Q. In each of those years you say you are going 
to incur legal fees in connection with tax matters in the 
magnitude [4672] of $25,000 a year, is that what you are 
saying? A. I did not intend to leave that impression. 
I stated that in addition to the legal service we will have 
additional services of tax counsel to negotiate with re¬ 
gard to the regular yearly settling of fair field price, 
depreciation, and so forth. 


i 
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Q. What is the order of magnitude for the expense 
of that counsel? A. I do not know the amount, because 
I do not have a breakdown on the $25,000 that we paid 
this year. 

Q. You don’t know what part of that $25,00p is 
associated with this advice on the preparation of the de¬ 
pletion report, was that it? A. That is correct. My 
judgment statement awhile ago was based upon the fact 
that I was familiar with the amount of work that was 
actually done during the year 1948 in connection with 
this litigation case. 

Q. Did you have an item similar to this $25,000 
in 1947? A. We did not. 

Q. How about 1946? A. No, the amount paid this 
year represented services for all the prior years for 
which they had worked for us, with the exception) of 
current year expenses. 

Q. But if that were so, even if you were to inpur 
some additional expenses for tax counsel for the pur¬ 
poses you have [4673] mentioned, it would certainly not 
even reasonably approach $25,000 per year, isn’t tpat 
so? A. I did not intend to convey that thought. 

Q. You made some mention about the necessity) of 
tax counsel services in connection with the filing of a 
suit for excess profits tax paid in 1942, is that right? 
A. That is correct. 

Q. Didn’t that $25,000 cover the taxes you paid in 
that year? A. No, the $25,000 covered the excess 
profits taxes paid for the year 1941. In other words, it 
was the settlement of the year 1943 carried back to phe 
year 1941. I might explain that the cases arose out of 
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the fact that the company availed itself of an election 
under the regulations to expense drilling costs as ex¬ 
penses for tax purposes during the year effective with 
the year 1943, and in the year 1943, because of that elec¬ 
tion, the company had an unused excess profits credit 
carry-back which it thought it could carry back for the 
two years. Because of a decision in Moore, Inc., case, 
wherein it was decided—I am not familiar whether it 
was the Tax Court or some other Court—that there was 
a change in law, and as a result of that change in law, 
there was not a carry-back. However, since that time 
there has been a similar case in the Reo Motors where 
the situation was exactly reversed. Our contention is 
that we are entitled to use the unused excess profits 
[4674] credit arising in the year 1943 to carry back to 
1941 to recover the excess profits taxes we paid in that 
year. 

In 1944, there would be a similar unused excess 
profits credit which we can carry back to the year 1942, 
and we hope to recover the excess profits taxes paid in 
that year. 
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[4719] H. W. RUEMMELE was recalled as a witness, 

and having been previously duly sworn, was ex¬ 
amined, and testified further as follows: 

Cross Examination. 

By Mr. Goldberg: 

j 

* * * . * * * * 

[4725] Q. I should like to refer, Mr. Ruemmele, to Ex¬ 
hibit 223-A. This is simply for purposes of clarity. You 
have a [4726] column which has the heading “FPC ad¬ 
justments.” Those aren’t adjustments that were made 
by the Federal Power Commission, are they? A. That 
represents the difference between the figures shown in 
the first column and the third column. 

Q. Those are adjustments that you have carried 
out? A. That I have carried out to bring it over to [the 
amounts that were determined by using Federal Power 

staff methods. j 

I 

In other words, the figure under Depreciation! — 
Other Property in 1948 per books of 355,492.11 is de¬ 
termined by the book accruals. The figure in the last 
column for the year 1948 per FPC staff method, Depre¬ 
ciation—Other Property, amounts to $280,948.88. The 
red amount showing under the column FPC Adjustments 
of $74,543.23 is the difference between the two figure^. 

Q. It is an adjustment you thought was necessary 
to carry out FPC staff methods, and made, is that rigjit? 
A. That is correct. 

Q. And that explanation you have just given Ap¬ 
plies to the rate case expense notation down there at the 
bottom of the exhibit? A. That is correct, that is the 
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difference between the incurred amount as shown by the 
books of the company and the amortization basis used 
by the Federal Power Commission. 

[4727] Q. What is represented, what are the details 
regarding the $11,308.19 as shown on your Exhibit 223-A 
under the column FPC Adjustments? A. There is an 
asterisk on that amount, and though the detail is 
shown— 

Q. (Interposing) It is the difference between the 
5,181 and 16,500? A. That is correct. 

Q. In other words, you set up an adjustment of 
$11,308.19 to bring the rate case expenses up to the 
amortization of rate case expenses up to $16,500 a year, 
is that correct? A. That is it. That is on the basis that 
the staff in their 1944 and 1945 exhibits estimated the 
over-all rate case expense and amortized it over a five- 
year period, and did not use the incurred expenses each 
year. This merely carries forward the amortization 
theory that was used in the staff report. 

Q. The estimate that you referred to as the staff 
estimate was $60,000 to be amortized over a five-year 
period? A. That is correct. 

Q. That was the company’s estimate? A. That is 
right. 

Q. Which the staff accepted, am I right? A. That 
is correct. 

Q. The amount which you are authorized by the 
Commission’s [4728] opinions and orders in this case to 
amortize is $12,000 a year, is that right? A. It was one- 
fifth of the amount which waS determined to be the total 
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expense in connection with the rate case which at that 
time was estimated to be $60,000. 

Q. Don’t you understand that the Commission au¬ 
thorized you to amortize $12,000 a year, is that your 
understanding? A. For the year 1945. 

Q. And each of the five years until the $60,000 was 
fully amortized, isn’t that so? A. I don’t believe that 
is correct. 

Q. Well, is this the situation: You have construed 
the Commission’s authorization to amortize rate case 
expenses as authorizing the amortization of the rate 
cases expenses not as estimated and presented to the 
Commission but as actually incurred by the company 
whatever amount that latter might be, is that it? A. 1 
have increased, I have substituted for the $60,000 and 
followed the same theory in spreading the rate case ex¬ 
pense over the five-year period, the $60,000 which the 
Commission used in its exhibit in 1948 was reached a.t 
the end of 1946. If we had used the $12,000 throughout 
the entire period, we incurred an additional $5,000 ia 
1948 which would have made it $17,000 instead of the 
$16,50(7 for the year 1948. 


Q. I think I understand what you did. I am trying 
to [4729] understand if you think you did it pursuant to 
the authority of the Commission’s orders in this case 
when it ordered a rate reduction. Do you think you werd 
authorized to amortize $60,000 over a five-year period, 
or more than $60,000 over a five-year period? A. To 
follow the same principle which was— 

| 

Q. (Interposing) No, first answer that. I will let 
you explain it, but first answer that question. I don’t 
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want to cut you off, but I think we ought to get an 
answer to the question. 

Presiding Examiner : Read the question, please. 

(Question read.) 

The Witness: It is obvious from the calculations 
that the amount that was amortized was in excess of 
$60,000. 

By Mr. Goldberg: 

Q. Well, that may be, and you may not have been 
authorized to do it, and what you may have done may be 
improper. I am only trying to find out were you author¬ 
ized to amortize $60,000 or more than that over a five- 
year period? A. I was attempting to follow out what I 
thought was the approach that was used by the Commis¬ 
sion in the amortization theory that was used in the 1945 
and 1944 staff reports. 

Q. When you made the adjustment of $11,308.19, 
did you consider the Commission’s opinion 168 and the 
accompanying order and opinion 168-A and the accom¬ 
panying order? [4730] A. Yes. 

Q. And you construed those opinions and orders 
as authorizing the amortization of $80,000 of rate case 
expenses over a five-year period, is that right? A. The 
$80,000 is very much overstated. 

Q. I understand I have given you the wrong figure. 
Whatever it was, 60,000 plus what you say you incurred. 
A. It was my understanding that the principle involved 
behind the amortization of rate case expense was to 
arrive at an estimate of the rate case expense and amor¬ 
tize it over the five-year period. And I followed exactly 
that procedure. 
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Q. It was your interpretation that the Commis¬ 
sion had merely prescribed a method, but that you were 
authorized to amortize whatever amount you saw fit, 
is that right? A. That is not correct. If I had followed 
the Commission’s method as you interpret it, I would 
have taken $12,000 and added to that the $5,000 which 
was incurred in 1948, which would have made $17,000 
instead of the $16,500, which I have used. 

Q. You construed the order as not limiting you to 
the amortization of rate case expenses in the amount 
of $60,000 at the rate of $12,000 per year for five years, 
that is right, is it not? A. I have followed the princi¬ 
ples which I felt to be behind the order, which wai to 
estimate over the five-year [4731] period the amount 
of the rate case expense and spread it over the five-year 
period instead of as incurred per books of the company. 


Mr. Goldberg: May I have my question and then 
the answer read, please? 


Presiding Examiner: 
swer. 


Read the question and an- 


(Question and answer read.) 

By Mr. Goldberg: 

Q. The adjustment of the $11,318.19 which you 
have made has the effect of reducing the excess earnings 
shown on Exhibit 223-A by that amount, is that right? 
A. It enters into the amount of the excess, that if the 
company had charged, had used as an expense for rate 
case purposes on an incurred basis, then that amount 
would have reduced it thusly. However, if we had used 
the incurred basis, then we would have violated our 
interpretation of the Commission’s order. We would 
have moved from an amortization basis over to an in- 
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curred basis, and that would be contrary to the findings 
of the Federal Power Commission. 

Q. In what year did you incur the rate case ex¬ 
penses that exceeded $60,000? A. The year 1945 and 
1946. 

Q. Were those amounts which exceeded the 
$60,000— A. (Interposing) May I correct that? 

Q. Yes. [4732] A. The amounts incurred in 1945 
and 1946 approximately—read approximately $60,000, 
and the excess was incurred in the year 1947 and 1948. 

Q. What was the excess? A. The year 1947, on 
an as incurred basis per company books, $9,840; 1948, 
$5,192. Those are approximate figures. 

Q. Was the $9,840 charged on the books in that 
year? A. It was. 

Q. To operating expenses? A. To operating ex¬ 
penses. 

Q. And the same was true of the $5,192 in the 
year 1948 and was charged on the books to operating 
expenses? A. That is correct, on an as incurred basis. 

Q. And in 1945 and 1946, whatever the expenses 
were that were incurred, they were charged on the books 
and charged to operating expenses, is that right? A. 
That is correct, and I might go a little further and say 
that we estimate that in the year 1949 that there will 
be an amount of $10,000 chargeable as rate case expense, 
and that amount has not been considered in this amount 
of amortization, although it probably should have been. 
It is within the five-year period. 



H. W. Ruemmele — Cross. 


801 


Q. That is going to be spent in 1949, you say? A. 
That is correct. 

[4733] Q. Is that amount that is to be spent in 1949— 
does that include 1948 expenses? 
includes 1949 expenses. 


A. It does not. It 


Q. In other words, it has been included in the 1949 
forecast of expenses which has been placed in tjie 
record? A. That is correct. 


Q. How much did you include for 1950? A. There 
was nothing—I am not quite sure on that. Mr. Beecher 
probably could answer that question. I was familiar 
that there was an amount of $10,000 in 1949, and I was 
interested only to the extent that it was within the five- 
year amortization period. 

Q. 1949 is within the five-year amortization pe¬ 
riod? A. 1945 to 1949 was the five-year period of amor¬ 
tization. 

Q. In other words, 1949 is the last year in which 
you would finish amortizing the $60,000 at $12,000 |a 
year? A. That is correct. | 


Q. Is it your testimony that although the amount 
charged on the books in 1947 in the amount of $9,840- 
strike that and let me start over. 

Is it your testimony that the company has not been 
reimbursed for the expenditure of $9,840 in 1947 al¬ 
though it was charged on the books to operating ex¬ 
penses? A. What do you mean reimbursed? 

I 

Q. Recovered it. [4734] A. It would not be under 
the $60,000 spread. 
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Q. I think that you understand my question. I 
will have it read to you, and if you don’t, I will try to 
rephrase it. 

(Question read.) 

The Witness : That is correct. 

By Mr. Goldberg : 

Q. Has the company paid out-of-pocket $9,840 in 
the year 1947 and has not recovered it, is that right? 
A. It has recovered it under the basis of using the spread 
that I have used in the preparation of Exhibit 223-A. 

Q. You mean it has recovered it only if you make 
this adjustment of $11,308.19? A. That is correct. 

Q. Let’s think of the year 1947. Let’s forget his 
Exhibit 223-A and the adjustment you have made for a 
minute. In the year 1947 you incurred rate case ex¬ 
penses, you say, over and above the $12,000 you were 
authorized to charge to operating expenses of $9,840, 
right? A That is correct. 

Q. You charged that to operating expenses in that 
year on your books, is that right? A. That is correct. 

Q. Did you make a profit in that year to earn six 
per cent? Did you have any earnings? A. Per books? 

[4735] Q. Did you have any earnings per books over 
and above your expenses? A. I think that is shown on 
exhibits that were put in by me the day before yester¬ 
day. 

Q. You are talking about Exhibit 50-B? You 
show a net income of $946,309 on that exhibit, is that 
right? A That is right. 
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Q. That is after taking into account the $9,840, i| 
it? A. That is correct, since the amount of rate 
expense per books is on an as incurred basis. 


is 


case 


Q. And although the net income remaining after 
all expenses was $946,309, which reflected taking up the 
expenditure of the $9,840, it is your testimony that the 
company has not recovered that expenditure? A. I 
thought we were talking about the Federal Power Com¬ 
mission staff method, not per books. 


Q. I wish you would listen to me, then. Now tha 1 t 
we understand each other, has the company been reim¬ 
bursed for the $9,840? A. Under Exhibit 223-A, as f 
have prepared it, I feel like we have. 

Q. Forget Exhibit 223-A. You are in the year 
1947, and you make up your statement which in this 
case has been marked Exhibit 50-B, and you are in you:: 
office looking at the year 1947 and its results. Looking 
at its results, is it your [4736] testimony that the com¬ 
pany has not been reimbursed for the $9,840 in that 
year? A. If the staff had used the as incurred basis, 
we would have been. 


Q. Please answer my question. A. I can’t answer 
that question that way. You Eire speaking of per books, 
and we were talking about per FPC methods which does 
not use the as incurred basis in dealing with rate case 
expense. 

Q. As incurred, you recovered them, right? 
A. As incurred per books we have recovered them. 

Q. And in the year 1947, you also recovered the: 
$12,000 that was being amortized on a five-year basis, 
that is of the total of $60,000, isn’t that right? A. As 
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incurred per books, we bad recovered the $60,000 on the 
as incurred basis. 

Q. In 1947, did you charge $12,000 rate case ex¬ 
penses to the books? A. The books were on an as in¬ 
curred basis. As per staff basis, the $12,000, plus the 
increase, was used and is shown on Exhibit 223-A. If 
we had used the $60,000 on a five-year basis of $12,000, 
and then had used the $9,840 on an as incurred basis, 
we would have had $21,840 for the year 1947 per staff 
basis, and for the year 1948, we would have had $12,000 
plus $5,191.81, or $17,000. 

[4737] Q. And your net income available in 1947 
would have been enough and more than enough to re¬ 
imburse the company for even an additional $21,000 of 
rate case expenses, right? A. The net income as shown 
on Exhibit 223-A would have had to have been reduced 
per staff methods by an additional $1500 to recover the 
amount. 

Q. Taking you back to the year 1947 and your Ex¬ 
hibit 50-B, you said that had you included an additional 
$12,000 that would have meant $21,000 in the year 1947, 
and I say to you the net income you have available 
would have taken care of that $12,000 without any diffi¬ 
culty, isn’t that so? A. There is a cross-fire here. You 
are speaking of a book net income in one instance, and 
we are talking about net income revised over to Fed¬ 
eral Power Commission staff methods in the other in¬ 
stance, and if I answer one question, there would be a 
confusion as to which I was talking about. 

Q. There is no confusion about it. I am just try¬ 
ing to get from you whether the company got back the 
$9,840 in 1947. A. On which basis? 
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Q. Just answer that. A. I can’t answer that Un¬ 
less you are speaking of the staff method of recovering 
the amount, or whether you are speaking of the com¬ 
pany’s method on the books on an as incurred basis. 

Q. It is the fact, isn’t it, that both in the year 
1947 [4738] and in the year 1948 the company received 
revenues in excess of all of its expenses including the 
$9,840 and the $5,191, is that right? A. Received rev¬ 
enues in excess of its expenses? 

Q. Yes. A. That is correct. 

Q. I understood you correctly to say that you are 
not responsible for the forecasts of rate case expenses 
that may be reflected in the years 1949 to 1952, is that 
right? A. That is correct. 

***•*♦» 

i[4746] Q. Referring to the Regulatory Commission 
expenses appearing in Exhibit 48-D on page 3, do you 
have the details of the $16,118.63? A. I have it in some 
detail. 

Q. Do you have any information regarding an 
amount of $9,224.67, which I understand is included 
therein? A. Yes, I have that. 

Q. Will you tell us what that amount represent^? 
A. That amount represents payments made by Ken¬ 
tucky West Virginia Gas Company in connection with 
the proceedings before the Securities and Exchange 
Commission involving the Philadelphia Company, 
Docket 59-88. 

Q. To whom did it make those payments, to the 
Philadelphia Company? A. That is right, the Philadel¬ 
phia Company billed us our portion of the expense. 
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Q. What is the nature of that proceeding for the 
record? A. Just in a general way— 

[4747] Q. Yes? A. —it is a simplification proceeding 
under which the issue to the Philadelphia Company by 
the Securities and Exchange Commission, the Kentucky 
West Virginia Gas Company being a part thereof. 

Q. A part of the Philadelphia Company system, is 
that what you meant? A. That is correct, yes. 

Q. Did you say the Kentucky West Virginia Gas 
Company was a party to the SEC proceeding, is it named 
in the SEC’s order? A. That is entirely a legal ques¬ 
tion. I believe that the information could be gotten. 

Mr. Goldberg : Mr. Robinson, can you help us on 
that? 

Mr. Robinson: No, I can’t. I am not involved in 
that at all. I don’t know. I only know common rumors 
about it. 

Mr. Goldberg: Well, I think probably their orders 
are published and we can get the information. 

The Witness: I gave you the docket number. 

By Mr. Goldberg: 

Q. I also understand there is an amount of 
$1,702.15 as a part of that $16,118. What is the nature 
of that expenditure? A. The amount of $1,702.15 rep¬ 
resents payments made for services and expenses in 
connection with the filing of rate schedules pursuant to 
Federal Power Commission order G-1020. 

[4748] Q. Docket G-1020? A. Docket G-1020. 

Q. In other words, those expenditures were in¬ 
curred in connection with Kentucky West Virginia Gas 
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Company filing new rate schedules for the sale of natural 
gas to Louisville Gas and Electric Company and Pitts¬ 
burgh and West Virginia Gas Company which, while it 
didn’t change the stated rate, extended the term of the 
agreements and made certain other changes, is that 
right? A. And the filing of tariffs in accordance with 
the order of September 2. 

Q. That wouldn’t be G-1020. That would be tliis 
proceeding. Your expenditures that you referred to in 
connection with G-1020 are wholly in connection with 
the filing— A. (Interposing) I am sorry, that is true. 
It is in connection with the G-1020. 

Q. And it was the filing of the rate schedules that 
I have described? A. That is right. 

Q. And those filings had been suspended by tjhe 
Commission and later were permitted to go into effect, 
is that right? A. That is correct. 

Q. And that proceeding, as far as you know, is 
terminated? A. That is correct. 

[4749] Q. Referring to special services on that same 
page of Exhi bit 48-D, do you have the analysis of that 
account that would enable you to give us some of the 
details? A. Yes, I have. 

Q. We have already talked about one item the 
other day that appears as part of that $37,823. I don’t 
want to cover that again. I would like to cover some of 
the remaining items. There is included in there, is 
there not, the fees and expenses paid to a Mr. Maurice 
Scharff in the amount of $2,160? A. That is correct. 

Q. Will you tell us the nature of the services ren¬ 
dered by Mr. Scharff? A. Mr. Scharff, to the beet of my 
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knowledge, raiders valuation and engineering and ad¬ 
vice relating to depreciation, depletion and other 
matters. 

Q. Is that what he was paid for in 1948? A. Yes, 
sir, that is my understanding. 

Q. Is that a retainer that is paid every year. A. 
It represents a monthly retainer. 

Q. In other words, whether he renders any services 
or not, you are obligated to pay $2,160 per year, is that 
it? A. We pay monthly. 

Q. $180 a month, is that right? A. If that is the 
figure divided by 12, that is correct. 

Q. Do you know whether he rendered any serv¬ 
ices in 1948? [4750] A. I do not. 

Q. Do you have fees and expenses to a Mr. Van 
Gilst which amount to $250 per month, or $3,000 a year? 
What were the nature of the services rendered by Mr. 
Van Gilst? A. He renders consulting services. 

Q. Is that a retainer also? A. That is a retainer 

also. 

Q. Do you know of any services that he rendered 
in 1948? A. Although the services are rendered to Mr. 
Beecher, there is constant discussion and services ren¬ 
dered between Mr. Beecher and Mr. Van Gilst. 

Q. Do you know on what type of matters those 
services are rendered and consultations are held? A. 
Mr. Van Gilst has a large amount of experience in con¬ 
nection with Kentucky West Virginia Gas Company, be¬ 
ing the vice president in charge of operations prior to 
Mr. Beecher’s election, and with that experience I as- 
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sume naturally the discussions and so forth are relating 
to the company and its problems. Mr. Beecher can best 
answer that, of course. 

Q. You also have included in special service^ an 
amount of $1,043. Do you find that there? A. I doi 

Q. That was paid to Pioneer Service and Engi¬ 
neering Company? A. That is correct. 

[4751] Q. Did they render any service in 1948? A. 
They did. 

Q. Is that a retainer that is paid to them? A. No. 
I might say that that was formerly the Public Utility 
Service and Engineering Corporation, and they render 
service constantly with regard to purchasing of large 
amounts of tubular goods, tax matters, evaluation mat¬ 
ters, and financial, and so forth. 

Q. What services did they render for the $1,043 
in 1948? A. I thought I just covered the type of service. 

Q. You covered the things they do, but I am ask¬ 
ing now what did they specifically do in 1948? A. They 
constantly place orders for the purchase of I think fedl 
of our tubular goods to the purchasing department, and 
of course through Mr. Kuhn, who is represented there, 
I have discussed with him regarding depletion prob¬ 
lems, and they handle all of our fire and extended cover¬ 
age insurance that is placed through them, and matters 
such as that. 

Q. Were some of those depletion problems in con¬ 
nection with the rate proceedings in Docket G-627 and 
635? A. They were not. 

Q. You have there an amount paid to Equitable 
Gas Company apparently in connection with some serv¬ 
ices rendered by Mr. Scharff. Do you see that? A. Yes. 
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[4752] Q. How much was that? A. $133.26. 

Q. For the year? A. That was for special services 
of some type. 

Q. What were those special services? A. I do 
not know. It was of a special type of service that ap¬ 
parently was not covered in the retainer. 

Q. You mean it wasn’t covered in the regular 
retainer? A. That is right. 

Q. But you have no idea what those services con¬ 
stituted? A. I do not. 

Q. The billing was made by Equitable to Kentucky 
West Virginia Gas Company, is that right? A. Yes. 

Q. When they made the billing they didn’t describe 
the nature of the services. A. I might say, too, that 
the items that you are asking me about occur every year. 
The amounts are almost identical all through the period 
of the last four or five years. 

Q. You mean the $133 occurs every year? A. 
That particular item may not have occurred, but we 
have other items of almost the same amount, or in ex¬ 
cess, occurring each year. 

Q. Do the fees and expenses paid Mr. Scharff oc¬ 
cur every year? [4753] A. Yes, it has. 

Q. Mr. Van Gilst? A. It has. 

Q. Pioneer Service and Engineering? A. Within 
$20 it has been the same for the last three years. 

Q. Did I understand you to say that when Equi¬ 
table Gas Company billed Kentucky West Virginia Gas 
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Company for $133 in connection with some services ten¬ 
dered by Mr. Scharff, they did not state the nature of 
those services? A. I think that is true. 

Q. And you have no knowledge of what those serv¬ 
ices were? A. The bills, to the best of my recollection, 
were for special services in connection with work dpne 
by Mr. Scharff, and of course approved by the proper 
officials of Kentucky West Virginia Gas Company at 
Pittsburgh. 

I 

Q. My question was you had no knowledge of the 
nature of those services? A. I do not. 

i 

Q. You have an amount in there paid to Farmer 
and Humble, is that right? A. That is correct. 

Q. How much is that? A. 1,800 a year, which is 
also a retainer, and the amount has been the same for 
the last four years—I am sorry, [4754] the last three 
years. The year 1945 it was $1,525. 

Q. And what services did they render in 1948? 
A. They worked constantly, as a matter of fact, a few 
days before I left I was in contact with these people. 
They worked in connection with the matter of property 
taxes, state income taxes, and other matters regarding 
the State of Kentucky. They are located at Frankfort, 
Kentucky, the State Capitol, and they represent various 
other companies specializing in taxes, and so forth. 

Q. Are they a firm of lawyers or a firm of account¬ 
ants? A. They are tax accountants. 

Q. Has the year-end audit by your firm of certi¬ 
fied public accountants been completed? A. The work 
at Ashland has ben completed. Whether the report 
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prepared by them has been filed with Pittsburgh, I do 
not know. 

Q. Do you know of any adjustments that they have 
recommended? A. I do not. 

Q. Did they discuss any adjustments that they 
were proposing when they were down there with you? 
A They did not. Had there been any adjustments, 
they would have discussed it with me. 

Q. So that it is reasonable to believe that the fig¬ 
ures you presented here will be the same in the report 
submitted by [4755] the firm of auditors? A. That is 
true, except I would like to qualify my statement in say¬ 
ing that the firm of Haskins and Sells, making the audit 
of the Cincinnati office, makes the audit and sends it 
to the Haskins and Sells office at Pittsburgh, and the 
Pittsburgh office submits their report to the Kentucky 
West Virginia Gas Company at Pittsburgh. 

In other words, I was just talking about the Cin¬ 
cinnati office of Haskins and Sells which makes the ac¬ 
tual audit. However, I have no reason to believe that 
any of the figures would change. 

******* 

[4758] Q. Mr. Ruemmele, will you refer to Exhibit 
205-D. Referring to the year 1949, that year as shown 
on Exhibit 205-D, gives effect to a rate reduction in the 
amount of $376,515 based on 1945 operations, is that 
right? A. That is right, it gives effect to the tariff 
rates which were arrived at which were based on 1945 
operations. The dollar effect was more than $376,000. 

Q. What was the dollar effect in 1949 and for each 
of the years thereafter projected on Exhibit 205-D? 
A. If the old rates had been used in the case of each one 
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of these years rather than the tariff rates, the amount 
in the year 1949, the amount of revenues in the year 
1949 would have been increased by $421,062, which 
would change the excess [4759] of a deficit of $86,375.65 
to an excess of $334,686.35. Do you want that for each 
year? 

Q. Please. A. For the year 1950, revenues would 
have been increased $403,323, which would change the 
deficit of $306,994 to an excess of $96,329. For the year 
1951, revenues would have been increased $406,185, 
which would change the deficit shown for that year In 
the amount of $368,236.17 to an excess of $37,948.83. 
For the year 1952, the revenues would have been ifi- 
creased $393,423, which would change the deficiency of 
$508,410.01 to a deficiency of $114,987.01. 

Mr. Robinson: By the old rate, you mean the old 
rate prior to the order of the Commission on Septem¬ 
ber 2? 


The Witness: That is correct. 

Mr. Robinson: And the resulting new rate that 
grew out of that? 

I 

The Witness: That is right. 

Mr. Robinson: The old 571 reduction which was 
provided? 

The Witness: No, it is based on the contract rates 
as filed with the Commission prior to any reduction. 

By Mr. Goldberg: 

Q. That is right, in other words, your year 1948 a? 
presented doesn’t reflect any rate reduction? A. It hast 
been adjusted by $115,000. 
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Q. So it would not reflect any rate reduction, right ? 
[4760] A. That would put these final figures on a com¬ 
parable basis to the Exhibit 205-B for the year 1948. 

Q. In other words, the figures you read were plac¬ 
ing the years 1949, ’50, '51 and ’52 on a basis comparable 
to 1948— A. With regard to revenues. 

Q. With regard to revenue, yes. In other words, 
placing them on a comparable basis, there would be ex¬ 
cess earnings over 6 per cent rate of return in 1949, based 
on the company’s forecasts, of $334,686.35. Right? 
A. Which includes the 1945 depletion rate of 3.1577. 

Q. And there would be excess earnings available 
for rate reduction in the year 1950, and also in the year 
1951, right? A. That is right. 

Mr. Goldberg: We have had these figures brought 
in, Mr. Examiner, because it was our feeling that 205-D 
might be misleading. I must confess that it actually 
misled me when I first looked at it. 

#***##* 


[4762] DONALD B. BEECHER 

******* 

Cross Examination. 

By Mr. Goldberg: 

• ••*••• 

[4792] Q. Well, I certainly didn’t intend to misstate 
whatever you had testified to, but taking your state¬ 
ment as you have just made it, if we were to apply that 
policy in 1943 instead of 19 dry holes, how many would 
you have had? A. I can give it to you on the basis of 
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the 60,000 or less, but I wanted to make that differentia¬ 
tion, that by that statement I am not stating that that 
was our pre-war practice. 

I 

Q. All right. A. At least I can give you tie fig¬ 
ures which would have resulted had our present practice 
been in effect during that period. 

Q. All right. A. In 1943 we had 19 dry holes, and 
we had five additional wells which were saved that had 
open flows of 50 Mcf per day and under, and two addi¬ 
tional wells that were saved which had open flows be¬ 
tween 51 Mcf and 60 Mcf per day, which would have 
made a total of 26 non-productive wells during that par¬ 
ticular year. 

Q. All right, now, can you give us the same infor¬ 
mation for 1944 and 1945? A. Yes, during 1944, we had 
12 non-productive wells. We had ten additional wells 
which were saved as productive wells which had open 
flows of 50 Mcf per day and under, and [4793] three wells 
which were saved which had open flows of 51 Mcf to 60 
Mcf per day which, added together, would make a total of 
25 non-productive wells in 1944. 

Did you ask for 1945 also? 

Q. Yes. A. In 1945 we had ten wells which were 
considered to be non-productive and saved four small 
wells having an open flow of 50 Mcf per day and under, 
and saved three other small wells having an open flow 
between 51 Mcf per day to 60 Mcf per day, which would 
have resulted in the company experiencing 17 dry holes 
in 1945 under the same practice as we are following 
presently. 
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[4794] Q. And back in ’41, you were following the war 
practice? A. Well, I made an analysis of this overall 
situation. During the five-year period 1931 to 1935, in¬ 
clusive, there were no wells saved as productive wells 
which had open flows of 75 Mcf per day and less, and 
only three wells having open flows between 76 and 100 
Mcf per day were saved, all in the year 1935. There 
were a total of 204 productive and 9 non-productive wells 
drilled during this five-year period. 

During the three-year period 1928 to 1930 inclusive, 
there were 8 wells saved that had 60 Mcf per day and 
less open flow, a total of 272 productive and 7 non-pro¬ 
ductive wells were drilled during this three year period. 

Combining the above figures for the five year period 
1931 to 1935 inclusive together with the figures as I 
have previously testified in these hearings for the period 
1936 [4795] to 1940 inclusive, the figures for the ten 
year period prior to the war are as follows: total pro¬ 
ductive wells drilled, 327; total non-productive wells 
drilled, 31; wells having 60 Mcf and less open flow per 
day considered to be productive, 2. 
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[4799] DONALD B. BEECHER 

I 

******* 

I 

Cross Examination (Continued) 

By Mr. Goldberg: 

******* 

[4841] Q. How many acres are transferred from Ac¬ 
count 100.4 to 100.1 when a well is completed ? A. Well, 
that, as has been testified by Mr. Dufendach, varies in 
accordance with the particular conditions that surround 
the well, whether or not it is on a lease or whether it is 
on a fee. If you are speaking of an average figure, I can 
give you an approximate average figure, but I can’t givS 
you specifically what acreage is transferred in all cases. 
Somewhere between 150 and 200 acres. 

Q. That is on the average what it runs? A. That 
is right. 

Q. But when a producing well is drilled on the 
average, how many acres would it consider had been 
proved by such a well? A. That doesn’t necessary fol-t 
low as to what is proven by the drilling of a well. No 
average figure can be used for that purpose. 

I 

For example, if you would drill three wells in a row 
three miles apart, it might be assumed in certain formu¬ 
lations that if you were receiving production in commer¬ 
cial quantities in all three of those wells, that all of the 
area surrounding and intervening between such wells 
would be considered to be proven, so that there certainly 
is no standard by which you could state an average 
figure for acreage proven by a particular [4842] well. 
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[4843] Q. What adjustments did you make for non¬ 
recurring items? A. Can you be more specific in your 
question? 

Q. Well, that is your statement, and I am asking 
you to be more specific. A. I shall try to do so. In the 
account for special services, the 1949 figure is $22,000, 
for 1950 it is $12,000, for 1951, $12,000, and 1952 it is 
$ 12 , 000 . 

Q. That compares to the $37,572 in 1948? A. Yes, 
that is correct. Those figures include, for 1949, through 
1952, the continuation of the consulting services of Mr. 
Maurice Scharff and Mr. P. C. Van Gilst, and a contin¬ 
uation likewise of Haskins & Sells, and Pioneer for all 
the years. The only difference in the forecast period 
between 1949 and the other years is a total of $10,000, 
which has been added for special services which in our 
opinion will be incurred in 1949 by reason of our tax 
case before the federal government, and it is our fore¬ 
cast that we will receive a bill for $10,000 for such 
services in connection with that. 

Q. Is that based on a forecast of whether you are 
going to win or lose? A. No, sir, that is my judgment 
as to what reasonably might be expected to be incurred 
by the company. In connection [4844] with regulatory 
Commission expenses, the 1947 figure was $24,897, and— 

Q. (Interposing) You mean 1948? A. 1947, and 
the 1948 figures on 10 months actual and 2 months esti¬ 
mated basis was $11,500. Those figures for the period 
of the forecast are $21,000 in 1949, $11,000 in 1950, 
$5,000 in 1951, and $5,000 in 1952. The 1949 figures in¬ 
clude an estimate of cost of $10,000 for Federal Power 
Commission hearings, $10,000 for hearings before the 
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Securities and Exchange Commission, and $1,000 for 
hearings before the Public Service Commission of Ken¬ 
tucky. 

In 1950, the figures are $10,000 for Securities and 
Exchange Commission, and $1,000 Public Service Com¬ 
mission. 

Q. The $10,000 in 1949 in connection with the Fed¬ 
eral Power Commission proceedings has reference to 
proceeding? A. That is correct. 

Q. And the $10,000 in each of the years 1949 $nd 
1950 for the Securities and Exchange Commission has 
reference to the Philadelphia Company, or Standsird 
Gas and Electric Company, holding company proceed¬ 
ings before the SEC? A. That is correct. 

Q. What is that $5,000 in 1951, and $5,000 in 1952? 
A. That has not been particularly assigned to any Reg¬ 
ulatory Commission expenses. It is my estimate of a 
reasonable figure which might be incurred in other pro¬ 
ceedings or continua- [4845] tion of the present proceed¬ 
ings before the Securities and Exchange Commission, or 
the Federal Power Commission, or the Public Service 
Commission of Kentucky. 


Q. This $10,000 in 1949 in connection with the |ax 
case, to what year’s income will that have reference? 
A. The statement of expenses to us of $10,000 in 1JI49 
is in connection with not only our tax case which we 
presently have up before the Court and which has been 
postponed until such time as the Government is 
pared, is a portion of that figure together with any 
expenses which we may incur from Reed, Smith 
and McClay by reason of their negotiations or 
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settlement with the government of our income tax pic¬ 
ture either presently or in the past years from 1944 up 
to date. 

Q. Is this in the non-recurring items that you had 
reference to in transcript 4471? A. In addition to the 
items I have discussed, there are items on the legal serv¬ 
ices which I have not explained. The legal services in 

1947 were $10,745.49, and the 1948 figures on a 10 
mnnths actual and 2 months estimated basis, were 
$12,650. I have increased those figures for the year 1949 
by a $2,000 item which we expect to incur by reason of 
a suit in Federal Court as to whether or not the company 
is liable to the residents of a community at Dwale for the 
operation of our Dwale Compressor Station in which the 
residents are complaining of [4846] the nuisance of the 
operation of the station. We did have some costs in 

1948 as the case was tried in Federal District Court and 
the plaintiffs were given a judgment in an amount of 
about $8,300 even though they had been suing for a fig¬ 
ure much higher than that. The company, and also the 
p laintiff s have jointly appealed the decision in this case 
to the 6th Circuit Court of Appeals, and we expect that 
the trial and hearing before the 6th Circuit Court of 
Appeals will be held some time in March, and we will 
incur legal expense in connection with that. The 1950 
figures and 1951 and 1952 figures are extended and fore¬ 
casted at approximately the 1948 level. 

Q. What are the amounts? A. $12,664 in all three 
of the years 1950, 1951 and 1952. 

Q. And for 1949 it is $14,650? A. $14,664. The 
over-all general statement which I have referred to in my 
testimony was a statement in connection with the over- 
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all picture of the forecasted figures for the total admin¬ 
istrative and general expenses. Those expenses in that 
particular account are very difficult to estimate because 
of their general nature. Each year the company sus¬ 
tains items which in themselves may not be recurring, 
but they are replaced by other items of cost which tend 
to make the figures, while they are not recurrent in those 
particular items, but they may be recurrent in so far as 
approximate amounts, or they may be non-recurrent as 
to the approximate amount, but they may be [4847] 
recurrent in the particualr item. My statement was 
that the over-all situation I had forecasted at approxi¬ 
mately the 1948 level with certain adjustments for cer¬ 
tain' non-recurrent items. 

We have and will expect to have other items that 
may occur and for that reason in the one particular 
example I gave you under Regulatory Commission ex¬ 
penses I extended a figure of $5,000 for 1951 and 1952, 
although I haven’t assigned it to any particular Com¬ 
mission expense. 

* * * * * « * I 


[4863] Q. What considerations control the decision to 
deepen or not to deepen a well? A. Many factors are to 
be taken into consideration, one being the rock pres¬ 
sure of the gas which might be obtained in the deeper 
formations. No. 2 is the availability of equipment in 
that particular part of the system that would be avail¬ 
able without excessive cost for moving equipment, and 
the results of wells deepened to the deeper formation 
in the same area, or drilled in the same area to the 
deeper formation, not only with respect to rock pressure, 
but also deliverability. 
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Q. Does it cost less to deepen than to drill a well, 
that is a new well? A. Ordinarily that is true, yet the 
average costs per foot of drilling a well from a shallow 
formation to a deeper formation is considerably higher 
than the average cost of drilling per foot, drilling a well 
from the surface, because of the relatively excessive 
costs of building roads and moving in equipment for an 
interval of only several hundred feet. 

Q. You get approximately the same amount of gas 
when you deepen a well to a particular horizon and when 
you drill a new well to that same horizon, isn’t that so? 
[4864] A. That is another general question which has 
to have qualifications. I presume that you mean that 
by the time we have drilled and exhausted shallow gas 
that at the time the well is drilled deeper, you will ob¬ 
tain an average open flow, an' average reserve position 
in that well. That is not entirely true in all cases, be¬ 
cause the rock pressure of the shale to which you would 
drill has sometimes decreased to such a point that you 
will get less gas reserves and less deliverability. 

In other cases, however, where the shale gas has 
not been drained by other wells, then you would get as 
much by drilling deeper as you would on the original 
drilling. 

******* 

[4867] Q. On page 4488, beginning at line 12, you testi¬ 
fied that the amount of developed gas reserves during 
the period of 1944 to 1948 inclusive has held approxi¬ 
mately a constant level as a result of the construction 
program during that period, and because of the upward 
revisions which have been made to the ultimate gas re¬ 
serves of old wells? A. Yes, I remember that. 
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Q. I should like to have you place in the record 
the upward revisions that were made in that period It 
is possible that the record already has it for ’44 and ’45, 
but—I am advised that it has it for ’44 and prior years, 
but just to be sure that we have what we are waiting 
now, let’s put it in for 1944 through 1948. A. From 
the period of December 31, 1943 up to December 31, 
1947, the upward revisions in gas reserves of old [4868] 
wells drilled dining prior periods amounted to a total 
of 34,418,600 Mcf during that period. 

Q. Do you have it by years? A. In the year 1944, 
we had revisions, net revisions upward in an amount 
of 14,299,300 Mcf. During the year 1945, we had revi¬ 
sions net upward of 1,778,800. During 1946, we had 
net upward revisions of 7,080,400 Mcf. During the year 
1947, we had upward revisions of 11,250,100. 

Q. What about 1948? A. In 1948 of course we do 
not have any final figures on reviews. In other words, 
the reserves for individual wells have not as yet been 
reviewed. 

Q. What is the tentative figure you have got at 
present? A. I assumed for the purpose of this fore¬ 
cast that it would remain at approximately the ^ame 
level after consideration of a drop of 3,383,100. 

Q. At what time is that supposed to occur? A. 
That is the overall figure from December 31, 1943 to 
December 31, 1948. Insofar as the current year is con¬ 
cerned, as I stated, the actual figures have not yet been 
made up on any review made of the individual reserves 
of the wells. 

Q. What are the tentative figures you have got? 
Some tests certainly have been made. [4869] A. Yes, I 
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used, as I recollect—I don’t have the figures here with 
me—I used the difference between what we had prelimi¬ 
narily estimated as being developed during the year 1948 
in the order of 21 million Mcf as contrasted to a produc¬ 
tion of 28 million Mcf, or a net loss during the year 1948 
of some seven million Mcf. 

Q. Does that mean that there is no upward revision 
expected to be made in 1948, but rather a downward 
revision of seven milli ons? A. No, sir, there have been 
no revisions contemplated either up or down in the year 
1948. 

Q. Is that what you expect your studies to develop, 
that no revisions are necessary up or down? A. That is 
my judgment, yes, sir. 

Q. What is the date of the study that was made in 
1947? A. May 18 and 19,1948. 

Q. Do you have the date for the 1946 study? A. 
Not unless it is referred to by reference in this report 
The report which I just stated, of May 18 or 19, 1948, 
carries a statement that the geological committee made 
a review of the gas reserves of Kentucky West Virginia 
Gas Company at a meeting dated June 19, 1947, which 
would be the review of the reserves as of December 31, 
1946. 

Q. This geological committee meets every year for 
the [4879] purpose of studying the question of revising 
the estimates of reserves upward or downward, is that 
it? A. The geological committee is composed of repre¬ 
sentatives of geologists representing the Philadelphia 
company and the Louisville Gas and Electric Company, 
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as well as our own people, Mr. Dufendach and Mr. 
Hunter. 

They do not meet until such time as our staff has 
. had an opportunity to review the gas reserve position on 
individual wells based upon the current and last informa¬ 
tion we have on rock pressures and production during 
the past year, and the committee reviews generally the 
methods used by Mr. Dufendach and by Mr. Hunter in 
the determination of such reserves, and reviews also the 
overall picture with respect to all acreage, proven, semi- 
proven and wild-cat territory, and takes into considera¬ 
tion the drilling results of wells that have been drilled 
since their last meeting, and the effect upon our territory 
of the results of such drilling. 

Q. Do I understand from the information you have 
given us for the period 1944 through 1947 that for each 
of those years the estimates of gas reserves were in¬ 
creased? A. That is correct. 

Q. Now, is it your testimony that when the same 
study is made with respect to 1948, it will be concluded 
that no upward adjustment should be made ? A. I should 
like to answer that and then explain. The [4871] answer 
is that in my judgment there will be no substantial revi¬ 
sions required on reserves as of December 31, 1948, the 
reason being that the methods which the company has 
followed are current methods, and the figures are ad¬ 
justed upward in the determination of the current gas 
reserves, and due to that use of figures which already 
have been revised in the light of the past circumstances, 
and in view of the situation that the gas reserves of wells 
drilled during the past few years have not required a sub¬ 
stantial revision upward, it is my conclusion that wte 
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have already taken into consideration those factors 
which would necessitate upward revision, and that the 
1948 figures and those following should, in my opinion, 
be substantially in agreement with the actual reserve 
situation presently determined. 

Q. Does that mean that for 1949 to 1952 you have 
not estimated upward revisions of your gas reserves? 
A. That is correct. 

Q. Have you estimated downward revisions? A. 
We have not estimated revisions of the remaining gas 
reserves of any of the wells except for the amount of 
production which actually takes place, less the amount 
of new gas developed. 

Q. And that is revision of the estimates of 12-31- 
48? A. That is correct In other words, my statement 
is that there will be no necessity to make any substantial 
[4872] revisions either upward or downward in the ulti¬ 
mate gas reserves. 

Q. During what period of the year does Mr. Dufen- 
dach usually begin his studies for the purpose of ascer¬ 
taining whether any revisions are required in the 
estimates of available reserves that had been made pre¬ 
viously? A. Well, Mr. Dufendach and his staff begin the 
compilation of information immediately after the close 
of the year. This information takes a considerable 
period of time to get the actual production per individual 
well 

Q. How long does it take? A. Well, it generally 
takes at least until April, and sometimes into May. 

Q. Is that going on right now? A. Yes. The com¬ 
pilation of information concerning production is going 
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on. After the compilation of information on production 
by individual wells is finally completed, it must be placed 
on the curves for individual wells, and in addition to tliat, 
the rock pressures obtained during the past year ailso 
have to be spotted on the curve. 

Q. And when that is completed and the results As¬ 
similated, that is when you know whether an upward 
revision or a downward revision, or any revision at all, 
is to be made in previous estimates? A. That is subject, 
of course, to review by the [4873] geological committee. 

Q. Yes, I understand that that decision might be 
subject to their review. A. That is right. 


Q. But it is only after collection and assimilating 
this information that you referred to that you are in a 
position to make a determination of whether a revision 
is in order, the magnitude of the revision, and the direc¬ 
tion of the revision? A. That is correct. 

Q. And you say that hasn’t been done yet? A. r|lo, 
sir, not a? of December 31,1948. 


[4880] Q. Tell me the criteria you follow. Surely yjou 
have some tangible criteria that you take into account 
in determining whether or not a well is to be abandoned. 
Otherwise I will have to conclude that you have no 
policy. A. I was just stating that it depends some upon 
where the well is located, whether it is on a fee tract or 
whether it is on a lease tract. It depends upon what the 
deliverability of that well is into the pipeline. It de¬ 
pends upon the cost of operating such wells, of main¬ 
taining such wells. It depends upon a variety of differ- 
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ent things, the rock pressure of the well having some 
significance. 

Q. What rock pressure is significant in terms of 
deciding if a well ought to be abandoned? A. Well, it 
has significance only insofar as the well’s deliverability. 
In certain areas of our property the line pressures run 
16 to 20 pounds where a well having 50 or [4881] 75 
pounds rock pressure would deliver into the line, while 
in other parts of our territory the pressures may be up 
to 70 or 80 pounds, and the well might not deliver any¬ 
thing into the pipeline. 

Q. You abandoned some wells in 1948, did you? 
A. Yes, sir. 

Q. Take one and tell us how you went through 
deciding that that should be abandoned? A. I don’t 
remember the exact method followed by me in deciding 
whether a well should be abandoned or not. Those 
problems are not entirely my decision. Those matters 
are originated through the men working for Mr. Dufen- 
dach and those working for Mr. Ley, and they bring to 
their attention at various times the fact that certain 
wells are either delivering at a rate so very low that it 
is doubtful if they are of commercial value, or have quit 
delivering entirely, and those men together with our 
geologists make a study as to what in' their opinion is 
the difficulty, whether or not it is exhaustion of the 
sand, exhaustion of the gas, or whether it is due to water 
being in the formation, or trouble which could be reme¬ 
died by some maintenance work. 

In such c&3es where they finally determine in their 
own opinion that the well should be abandoned, on shal¬ 
low wells they look into the consideration of the possi- 
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bility of deepening it, and if in their opinion the rock 
pressure of [4882] the shale has decreased to such a 
point that it is not worthwhile for them, in their opinion, 
to deepen the well, then the well may be abandoned with¬ 
out being deepened. 

In other words, we have various conditions. We 
have shale wells, we have shallow wells where it makes 
it difficult to draw any general precise conclusion^ as 
to exactly at what point the wells are abandoned or 
plugged. 

Q. Well, even if I could see—and fr ankl y, I don’t— 
why you can’t give me any precise criteria, generally 
what is your policy? A. Well, I would say generally it 
depends upon the factors which I have stated. If you 
have a well, for example, that is delivering 3, 4 or 5,000 
cubic feet per day, and you are paying $300 per year 
per well royalty, certainly it is not economical to Con¬ 
tinue to take gas from that particular well. 

Q. Could you take a well that you have abandoned 
in 1948 and ilustrate how you would arrive at the Con¬ 
clusion that it should be abandoned, or whatever Ws 
involved in arriving at a decision. A. I don’t have 
definite knowledge here as to which wells—I have as 
to which wells were abandoned, but I don’t recall the 
circumstances. 

I have got too many other things to think about 
to carry those kind of details with me. 

[4883] I should say that the letter for abandonment of 
the gas wells carries the approval of the geologist who 
reports to Mr. Bufendach, and Mr. Ley, before it is sub¬ 
mitted to me for final approval and abandonment, and 
therefore that particular well has received the independ- 
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ent judgments of the geologist and his superior, as well 
as Mr. Ley, who is manager of construction and opera¬ 
tion. 

Q. On the basis of the financial condition you fore¬ 
cast for 1949, how do you plan to carry out the con¬ 
struction program you are planning for 1949? A. In 
what respect, Mr. Goldberg? 

Q. Where are you going to get the money? A. A 
portion of that will be gotten from the depletion and 
depreciation accrual. 

Q. How much will that be? A. In accordance with 
our 1949 construction budget which has not yet been 
approved in its present final form by the Board of Di¬ 
rectors, although it has been approved insofar as a 
general figure approaching that amount, the total 
amount of money to be spent in cash during the year 
is $2,077,000. 

In the development of the figures for the amounts 
and source of funds for this construction program, it 
was necessary for us to forecast the amounts available 
from depreciation and depletion upon the same basis 
as is shown in our forecast [4884] of operating revenues 
and expenses. The source of funds therefore, as we have 
stated, will be, from the depletion reserves, $1,399,096; 
available from surplus reserve, $587,904; available from 
materials and supplies, $90,000. 

Q. Let me get those again. $1,399,000 available 
through depletion and depreciation charges? A. That 
is correct. 

Q. What was the next one? A. Surplus, available 
from surplus. 
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Q. Surplus reserves? A. Surplus reserves, yes. 

Q. What was that? A. $587,904. 

Q. And finally what was that figure? A. Available 
from materials and supplies, $90,000. 

Q. That $90,000 materials and supplies means that 
you are going to reduce your materials and supplies 
balance by that much? A. Yes, that visualized the use 
of a certain amount of pipe in a pipeline extension to 
Magoffin County or to Shelby Creek area in Pike County. 

• •••••• 

[4902] Q. Do you have any other months where, if you 
had had to remove an amount from the balance for the 
month, you could have done so in 1948? A. I really 
don’t know. 

******* 

[4907] H. W. RUEMMELE 

• * * * * * * 

Cross Examination (Continued) 

By Mr. Goldberg : 

Q. Mr. Ruemmele, do you have any information 
that enables you to respond to any additional requests 
that I made of you? A. Yes, on page 4741 of the record 
you asked if I would supply for the record, for each of 
the years 1946,1947 and 1948, how many wells, leasehold 
wells, were abandoned, and tell the lease cost associated 
with those wells. 

I 

[4908] I have secured that information from Ashland 
in this form. During the year 1946 there were 8 wells 
abandoned, 2 wells on which the lease was retired in the 
year 1947 in the amount of 186.5 acres and in the amount 
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of $2,321.17. Four wells abandoned in 1946, the leases 
were held, although there was no other development on 
the lease. In the case of two wells abandoned in 1946, 
the leases were held and there was other development 
on the lease. In the year 1947, there were 8 wells aban¬ 
doned. In the case of one well, the cost of the lease was 
retired in the year 1947, the acreage associated with 
that lease was 100 acres, and in the amount of $641.30. 

Three wells, the leases were held although there was 
no other development on the lease. In the case of three 
wells, the leases were held although there was other de¬ 
velopment on the lease, and in the case of one well, this 
well was abandoned in the year 1947 and was reinstated 
as a good well in the year 1948. 

For the year 1948, there were 10 wells abandoned. 
In the case of one well, the lease was retired in the year 
1948 consisting of 192 acres and the cost of same being 
$624.07. In the case of four wells, the leases were held 
where no other development was on the lease. In the 
case of five wells, the leases were held although there 
was no other development on the lease. 

******* 






